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Experts Forecast Social Trends for Youth in 1994 


94CM0102A Beijing ZHONGGUO QINGNIAN 
[CHINESE YOUTH] in Chinese No 12, 1 Dec 93 
pp 10-11 


[Article by Yang Jianhua (2799 3386 5478): “Alarming 
Report on Social Problems of Chinese Youth in 1994”— 
First paragraph is editor’s note] 


[Text] This alarming report from Yang Jianhua, secre- 
tary of the China Youth Research Center, is based on his 
study of voluminous reliable documents and data sup- 
plied by the State Statistical Bureau. Its intent is that all 
sectors of society have an increased awareness of the 
social problems of our young people, and implement 
efficient social administration and deal with the prob- 
lems at an early stage. 


As a general observation, the main trend of the Chinese 
youth campaign will show both healthy and stable devel- 
opment in 1994; the social problems connected with 
youth are not sufficient to cause the eruption ofa societal 
crisis, but neither can they be regarded as unimportant. 


In 1994, the susceptible points of society’s youth prob- 
lems will be concentrated in the economic area. Due to 
the pressures of the decrease in the domestic economic 
growth rate during the year, youth benefits seeking space 
will tend to be relatively narrow within a certain period 
of time. Once the macroscopic activity of reforming the 
economic and political systems is begun, it becomes 
impossible to accomplish immediately the principle of 
fairness in social distribution. So when a part of youths’ 
benefits are threatened, they will either get the idea of 
seeking society’s protection, or else fall into an unbal- 
anced psychological state that puts them in a contradic- 
tory mood. The possibility that economic problems will 
produce negative social events will increase. 


The Blue Collar Tide Will Cause a Million Young 
Peasants To Leave Their Villages and Fields 


Experts forecast that in 1994, the tide of blue collar 
workers in which young peasants are the dominant factor 
will increase by more than 20 percent over the previous 
year, which would be about 8 million people. 


Due to the widening gap between industry and agricul- 
ture, with less profit in farming, the peasants’ enthu- 
siasm has been damaged, and finding outside employ- 
ment has become the major way of earning a living for 
rural youth. In Lin County, Henan, which has the 
greatest number of peasants seeking work elsewhere, ‘“‘a 
construction army of one million has gone out from 
Taihang Mountain,” which can bring several hundred 
million yuan into the county every year. Meanwhile, 
young peasants leaving their villages and fields on a large 
scale could be fatal to an agricultural labor resource 
which were not of a high quality before. 


Analysis shows that in 1994, the region which will be 
under attack by the tide of peasant laborers will still be 
Beijing, Tianjin, Shanghai, and the coastal open cities, 
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these crowded cities cannot bear such a heavy burden 
any longer. Shortages of funds have caused sharp cut- 
backs in construction projects, leaving a large group of 
peasants with no work to do, so they will become a blind 
flow of people. 


These circulating peasant laborers are carried by rail. If 
in 1994 rail travel continues to be as rough as it has been, 
it is possible that extremist activities directed at railroad 
departments may occur in individual areas where there 
are tie-ups. 


Protection of the rights and interests of young peasant 
laborers is steadily becoming a greater problem, as nearly 
every day brings new instances of illegal employment of 
workers and threats to the rights and interests of young 
peasant workers. In Beijing’s Chongwenmen illegal labor 
market, traders in human beings abducted and sold to 
Qingzhou, Shanxi, more than 1,800 young female peas- 
ants who had gone to Beijing to find jobs. 


It can be said that this large-scale transf¢ r of the surplus 
rural labor force will be a troublesome problem in urban 
and rural construction and administration in 1994. 
Whether we let it go or block it, whether we transfer it to 
other places or try to accept it locally, there should be a 
scientific and practical plan for resolution. 


Protection of Young Workers’ Rights and Interests Is 
Leading To Disputes Between Labor and Capital 


As enterprises increase their reform, smashing the old 
system, implementing various contract systems, joint- 
stock systems, and perfected reorganization, it is urgent 
that the rights and interests of both employers and 
employees undergo major adjustment. Because enter- 
prise reform is at present still incomplete, the rights and 
interests of enterprises and young workers are still not in 
conformity, leading to frequent conflicts. In state-owned 
enterprises, disagreements between young workers and 
enterprises are concentrated chiefly in the system for 
using labor; in foreign capital enterprises, the disputes lie 
for the most part in the area of interpreting and imple- 
menting contracts; in privately owned enterprises, dis- 
putes mostly center around threats to rights and inter- 
ests. 


During the first half of the year, the Shanghai Labor 
Arbitration Department handled a total of 319 cases, an 
increase of 43.7 percent over the same period last year. 
In foreign capital enterprises throughout the country, 
there were 2,000 worker strikes during the first quarter 
of 1993 alone. Many young employees of privately run 
enterprises went to court seeking legal! protection for 
their rights. Of these, the abuse suffered by the Chinese 
crew of the foreign ship “Acadia” was a shock to society. 


It is forecast that in 1994 cases to labor arbitration 
departments seeking legal resolution will tend to 
increase. It is a matter of urgency to accelerate the 
formulation of labor laws and regulations, providing a 
legal foundation to protect the rights and interests of 
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both enterprises and young people from encroachment 
and threat. This will avoid and reduce this destabilizing 
factor in society. 


Guard Against Secular, Aristocratic, and Mercenary 
Tendencies on Campus 


According to a survey, more than 60 percent of college 
students and young teachers lack confidence about going 
into society, establishing themselves and building the 
country through what they have learned. Two-thirds of 
those surveyed considered teaching, scientific research, 
and public affairs as dangerous roads to take. This kind 
of phenomenon may include the dissatisfied mood of 
intelligent young people who have lost a balanced state 
of mind. What deserves more vigilance is the deprecia- 
tion of knowledge that has led to secular, aristocratic, 
and mercenary tendencies on campus. 


Secularization is expressed in a lack of concern for 
politics, pandering to popular culture, and viewing pop- 
ular taste as fashion. Aristocratic tendencies are 
expressed as a lack of concern for the masses, and 
regarding the main stream of Chinese culture of China 
with contempt. Mercenary tendencies appear when the 
value judgements of intelligent people tend toward mate- 
rial desires and money in a great degree, their awareness 
of civilization’s development shaken. 


The campus definitely provides an excellent base for 
supplying the talent China needs to succeed in its 
strategy of catching up with world trends by the end of 
this century. However, the current situation is that 
people engaged in business, teaching, and studying lack 
vigor, with future problems difficult to foresee. Reliance 
on morality alone to solve this problem is far from 
sufficient; it is urgent that the State invest more in 
education and provide favorable policies for education. 


Rising Prices Affect Young People’s Financial Benefits 


Economists forecast that the inflation rate for the cost of 
living in 1994 will still be around 10 percent, and the 
government will put its limited financial resources into 
projects which are related to the nation’s strength, such 
as in agriculture, transport, and energy. At the consumer 
level, it is the young people who will feel the greatest 
effects from rising prices. 


Statistical documents show that among young people, it 
is farming peasants and the working class who will feel a 
money pinch most acutely; government workers and 
young intellectuals will see a continual increase in the 
gap between their income and the average income in 
society, directly affecting their standard of living and 
their recognition of reform. An investigation by the 
Beijing Zero Point Survey Company showed that worries 
about rising prices was undermining the morale of resi- 
dents of Beijing, Tianjin, and Shanghai. Although 
experts do not foresee the reappearance of panic buying, 
as in 1988, there could be an abnormal reaction from 
young people, the group which will suffer the greater loss 
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in benefits. In addition, the occurrence of negative 
events in some inland areas is not beyond the realm of 
possibility. 


As we are consciously breathing life into the education of 
our youth and into reform, we should also set our hand 
to social security work on young people’s special bene- 
fits. This will help young people who are having prob- 
lems in their lives get past the difficult stage, as well as 
assisting the government in formulating relevant youth 
social security laws and regulations, setting a minimum 
wage, a minimum cost of living, subsidies for financial 
emergencies, and related welfare. 


Bie Income Gap Leads Youth to an Unbalanced State of 
Mind Regarding Society's Fairness 


In recent years, the gap between people’s incomes in 
China has been growing steadily, taking shape on three 
obvious levels: individual and private operators of busi- 
nesses, company managers and foreign trade agents, 
entertainment and sports stars have become the wealthy 
class; salaried workers who are satisfied with their lives; 
peasants, unemployed people, and retirees have become 
the poor class. The average between the lowest and 
highest incomes in the three classes is 1:15 to 1:20. At 
present, in the world’s developed nations, the income 
gap usually stays at the rate of 1:10. 


The statistics show that less than one-third of those at 
society’s highest income level are young people, but in 
their activities, especially their consumption activities, 
these act as a strong role model for others of their 
generation. A significant number of low income youth 
sometimes have inner doubts about “whether social 
distribution is fair.” They cannot concentrate on their 
studies or work, and some even take the “shortcut” of 
breaking the law. Although the problem of large gaps in 
personal income will be adjusted by personal income 
taxes in 1994, it takes time to establish a distribution 
system which is acceptable to the public. Unfair distri- 
bution is still a factor which could potentially affect 
young workers’ enthusiasm for work. 


It Is Urgent We Strengthen Youth's Overall National 
Knowledge and Unified Ethnic Knowledge 


Political education in recent years has largely ignored 
overall knowledge of the nation and unified ethnic 
knowledge; rather, the reality has been that a tendency to 
local protectionism has certainly developed. In 1994, 
opposing foreign forces on our borders will continue to 
make trouble in Tibet and Turkestan. Our northwest will 
still be a sensitive area of ethnic conflicts and religious 
disputes. There will continue to be antagonisms con- 
cerning rights in the South China Sea, Taiwan Indepen- 
dence, and the 1997 transfer of Hong Kong. 


We should strengthen the overall national knowledge of 
youth, telling them repeatedly that China is the family of 
every Chinese, the joy of the Chinese nation, and it is not 
correct to go the way of deveioping only a certain area or 
a certain nationality in isolation. The present generation 
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of youth should keep a clear mind, definitely preserving 
the unity of state and nation, and struggling against all 
types of divisional actions by opposing forces both 
within and outside of China. 


Criminal Actions of Youth Are Obviously Directed at 
the Economic Area 


This year and next, criminal actions of youth have 
obviously been directed at economic activities. Among 
these, economic disputes which lead to hooligans 
fighting with weapons, and cases of retaliation for injury 
have shown a sharply increasing trend. All crimes, such 
as robberies on the road or on buses, the abduction and 
sale of human beings in inland areas, prostitution, drug 
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dealing, and smuggling along the coast, have the obvious 
intent of obtaining money. 


We can predict that there will be new youth crime 
problems in 1994. The youth black society group will 
spread to the economic area; crimes of theft will rise 
among high school students; there will be an increase in 
the flow of people blindly fleeing crime; and fraud cases 
in economic activities will tend to be serious. We should 
pay special attention to the problem of crime among 
youth who are “the group outside the system,” and the 
trend of youth and teenage crimes to occur at a lower age. 


Every segment of society should jointly look for scien- 
tific countermeasures for dealing with this, to create an 
excellent social environment for further reform and 


opening up. 
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‘Phases’ of 1993 Economy Outlined 


94CE0237A Beijing JINGJI CANKAO BAO in Chinese 
19 Dec 93 pp 1,2 


[Article by Correspondent Bao Yueyang (0545 2588 
7122): “Soft Landing of China’s Economy in 1993”] 


[Text] The end of the year is fast approaching. Although 
economic statistics for the entire year are not yet avail- 
able, the major outlines of the economic growth rate and 
economic operation are already very apparent. China’s 
economy during 1993 will be characterized by two main 
components: Overheating and control of overheating. 
We can gain numerous insights from a review of the 
operation of the economy in 1993. 


Beginning Phase: High Speed Operation in the Midst 
of a “Heat Wave” 


In forecasting China’s economy during 1993, at the end 
of 1992 most economists believed that economic growth 
momentum would weaken in early 1993 and that eco- 
nomic growth for the year would be about 10 percent, an 
amount somewhat less than the 12.98 percent of 1992. 
However, not long after the beginning of 1993, some 
surprises occurred in the economic growth rate. During 
the first quarter, GDP increased 14.1 percent over the 
same period in 1992; gross industrial output value 
increased 22.4 percent; state-owned unit investment in 
fixed assets increased 70 percent; and total retail sales of 
social commodities increased 16.2 percent. During the 
second quarter, the economy continued ultra high-speed 
growth, gross industrial output value increasing 25.1 
percent for the first half of the year, including a record- 
breaking 30.2 percent increase for June. Investment in 
social fixed assets increased 61 percent, including a 70.7 
percent increase for state-owned units. Total social com- 
modity retail sales increased 21.6 percent, and GDP 
increased | 3.9 percent. Clearly, economic growth for the 
year certainly could not be pegged at 10 percent. 


Inflation and “Bottlenecks”: Two Manifestations of 
Overheating 


With the quickening of economic growth, quite a few 
people in China and abroad noted evidence of another 
overheating of China’s economy. However, one cannot 
determine whether an economy is overheating simply by 
looking at the size of the economy's absolute speed of 
growth. One has to look at whether the supply of 
resources meets economic growth needs, and whether 
marked inflation occurs. Throughout 1993, China’s eco- 
nomic growth was accompanied by marked inflation. In 
addition, the energy and raw and processed materials 
‘“*bottlenecks’’—particularly transportation—also 
became worse and worse. 


Let us look at prices first. During the first half of the 
year, retail prices nationwide increased 10.5 percent 
over the same period in 1992. The cost of living price 
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index for city and countryside residents increased 13 
percent, the cost of living index for staff members and 
workers in 35 large- and medium- sized cities rose 17.4 
percent. 


Let us look next at the “bottlenecks.”’ The worst “bottle- 
neck” was railroad transportation. During 1992, the 
railroads were able to satisfy only about 50 percent of 
freight transportation demand, and during 1993 the 
railroad transportation shortage increased without letup. 
The various actions of the Ministry of Railways proved 
utterly inadequate. 


Raw and processed materials also became more and 
more difficult to obtain. In 1992, prices of the means of 
production increased approximately 25 percent, and 
during the first quarter of 1993, the overall meanis of 
production price level nationwide increased 38 percent 
over the same period in 1992. In mid-January, the price 
of wire rods in Kunming reached 3,800 yuan per ton, 
and prices of cement (#425 common sulfate cement) and 
gasoline (90 octane) in Chengdu reached 650 and 4,900 
yuan per ton respectively. As of the end of February, the 
price per ton of various kinds of steel used in urban 
construction stood at between 3,300 and 3,700 yuan per 
ton. 


The energy “bottleneck” eased somewhat, relatively 
speaking. Nevertheless, the energy production and 
investment situation was very gloomy. During the first 
half of the year, electricity shortages occurred in varying 
degrees in many places. 


Blow Away the Bubbles To See the Growth 


Despite the ensuing marked inflation and “bottlenecks,” 
and despite the appearance of a bubble economy in 
many places, such as too many and too indiscriminate 
development zones, and overheating of real estate, the 
high economic growth for 1992 and the first half of 1993 
made an enormous contribution to China's economic 
development, and effective growth was still paramount. 


Clear evidence of this was that the economy's high speed 
growth kept within bounds the trend toward a continued 
slide in enterprises’ economic returns of the previous 
several years. This enabled a month-by-month turn for 
the better. 


During the first half of the year, the composite index of 
industrial economy performance for the whole country 
(statistics not yet available for Shanghai and Tibet) was 
99.31, up 15.67 points from the same period in 1992. Of 
the six leading indicators, except for net output value, 
those for product sales rate, profit and tax rate on 
capital, profit rate on costs, capital turnover times, and 
net output value labor productivity rate were tremen- 
dously higher than for the same period in 1992. Produc- 
tion and sales paced each other fairly well, and funds 
turned over rapidly. The industrial product sales rate 
figured at prevailing prices increased with each passing 
month. Thanks to the good dovetailing of production 
with sales and the speed up in the number of times that 
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industrial working capital turned over, the amount of 
finished goods in inventory decreased. The fairly rapid 
increase in profits and tax payments meant a reduction 
in the number of money-losing firms. As of the end of 
June, 17.6 percent of all industrial enterprises showed a 
loss. This was a 1.7 percentage point decline from the 
same period in 1992. 


Overall, with the high speed operation of the economy, 
total industrial economic returns approached the 
average level of the Seventh Five-Year Plan. If the 
returns of Shanghai's industrial economy are figured in, 
the total exceeded that of the Seventh Five-Year Plan. By 
comparison, with the sustained decline in economic 
returns during the period of improving the economic 
environment and rectifying the economic order, it is easy 
to see that the economy’s high growth undeniably 
increased national economic strength. 


Middle Phase: Soft Landing, Major Readjustment of 
Macroeconomic Policy 


Just when the whole country, and even the whole world, 
was regarding China’s economy with alarm and won- 
dering where this “express train” was headed, China’s 
macroeconomic policy underwent a major change: 


On 15 May, the Chinese People’s Bank announced a 
raise in the interest rate on bank savings deposits, the 
interest rate on savings rising an average 1.19 percentage 
points, and the interest rate on loans rising an average 
0.82 percentage points. This was the first change in bank 
interest rates in two years. Next, the State Council 
inaugurated a series of emergency measures such as 
raising the interest rate on savings and loans, tightening 
the money supply, rectifying the financial order, putting 
development zones on a tight leash, taking drastic action 
to control real estate overheating, and reducing fiscal 
expenditures. 


The inauguration of this series of macroeconomic regu- 
lation and control measures was an inevitable reaction of 
the central policy makers to the marked overheating of 
the economy. However, this macroeconomic regulation 
and control differed from the improvement of the eco- 
nomic environment and rectification of the economic 
order in 1989. Central Committee leaders reiterated 
under numerous important circumstances that the 
increase in macroeconomic regulation and control was 
not an across-the-board tightening. Its purpose was to 
control economic overheating and to protect both eco- 
nomic growth and the impetus of reform. In economic 
parlance, this regulation and control approach was a 
“soft landing.” 


General Slowing of the Economy During July 


Inauguration of the Central Committee’s macroeco- 
nomic regulation and control policies in May had a 
marked effect very rapidly on real estate, stocks, and 
development zones. Liaoning, Hebei, Shandong, 
Jiangsu, Zhejiang, Fujian, Guangdong, and Guangxi 
conducted a one-time check of development zones at the 


ECONOMIC 5 


county level and above. As a result, the number of 
development zones in these six provinces and one auton- 
omous region decreased from more than |,200 to more 
than 200, the plan area contracting from more than 
7,500 to 1,600 square kilometers. Real estate in all the 
jurisdictions slumped and land prices plummeted. 


However, the macroeconomic regulation and control 
had no immediate effect on industrial production. In 
June, industrial growth nationwide reached a record 
breaking 30 percent. A questionnaire survey of the 
prosperity of 5,000 industrial concerns in 12 provinces 
that the departments concerned conducted showed that 
these 5,000 concerns maintained the rising momentum 
of the second quarter after entering the third quarter. 
However, 75 percent of the concerns did feel a shortage 
of working capital, the working capital situation reaching 
the lowest point in recent years. 


The effect of macroeconomic regulation and control on 
industrial production began in mid-July. The 19 August 
State Statistical Bureau report on the economy during 
July said that industrial concerns at the township level 
and above throughout the country showed an output 
value of 286.3 billion yuan for July, up 25.1 percent over 
the same period in 1992. This was a 5.1 percentage point 
downturn from June, and marked the first time in more 
than 30 months that the State Statistical Bureau reported 
a substantial downturn in industrial growth. In addition, 
investment in fixed assets for newly opened projects 
declined; buying and selling of means of production 
slowed; and trading volume dropped. 


It was inland and state-owned enterprises that were most 
quickly and hardest hit by this macroeconomic readjust- 
ment and control. 


In terms of ownership, the July output value of state- 
owned, collective, and township-operated and other 
kinds of industries was 8.7, 43 ., and 70.3 percent of the 
total, the township-operated «: d other kinds of indus- 
tries still maintaining high sp... growth. By comparison 
with June, state-owned, collective, township-operated, 
and other kinds of industries showed a downturn in 
industrial growth of 4, 7.2, 7, and 1.2 percentage points 
respectively. The downturn in industries under other 
forms of ownership was least, showing the aptness of the 
macroeconomic regulation and control policy to be very 


great. 


In terms of region, southeast coastal area maintain 
growth leadership. Except for Shanghai, Hainan, and 
Xinjiang, growth decline in varying degrees in every 
region. Places having a growth higher than the national 
average in July were Jiangsu, Zhejiang, Anhui, Fujian, 
Shandong, Guangdong, and Hainan provinces. In the 
eastern, central and western parts of the country, gross 
industrial output value increased in July by 30.1, 17.3, 
and 13.7 percent. During July, growth of industrial 
production took a downturn in 26 provinces, municipal- 
ities, and autonomous regions, the area of greatest down- 
turn being concentrated mostly in the central and 
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western regions. The downturn was fairly slight in 
coastal areas such as Guangdong, Hainan, and Shanghai 


Regulation and Control Measures Largely in Place by 
September 


If one says that people saw only a little evidence of 
macroeconomic regulation and control in September, by 
October, following the central government’s inaugura- 
tion of macroeconomic regulation and control measures, 
the general effect of the soft landing of China’s economy 
had become apparent. 


From the beginning of the third quarter, growth of 
industrial production took a dov. :turn, but still main- 
tained a pattern of fairly rapid growth. After reaching a 
peak of 30.2 percent in June, growth of industrial pro- 
duction at the township level and above began a month- 
by-month downturn. During the third quarter, growth 
was 22.6 percent, including 19.1 percent for September. 
During October, growth of industrial production con- 
tinue a descent. In November, it was 18.9 percent. The 
total figure for January through November was 22.7 
percent. 


The overly rapid increase in investment in fixed assets 
was brought under control. State-owned units invest- 
ment growth declined from 70.7 percent for the first half 
of the year to 61.7 percent during the third quarter. This 
included a 56.5 percent rate for September. During 
October, investment continued to cool, investment by 
state-owned units in fixed assets for that month 
increasing 58.4 percent. Total growth for the period 
January through October was 65.2 percent. 


Markets stable while prospering. With the entry into the 
third quarter, the buying up of consumer goods as a 
hedge against currency value loss abated, and group 
consumption inflation was brought under control. Social 
commodity retail sales totaled 968.7 billion yuan for the 
first through the third quarters, up 22.4 percent from the 
same period in 1992. After deducting for price rises, the 
actual increase was 9.3 percent. In November, social 
commodity retail sales increased 19.8 percent. 


Means of production markets cooled greatly, the 
increase in sales declining from the 49.5 percent of the 
first half of the year to 27.3 percent in the third quarter. 
Speculative buying and selling weakened markedly, and 
the shortage of means of production eased. Prices fell. 
Prices of finished steel used in construction fell from 
4,100 yuan per ton in June to 3,050 yuan per ton in 
September. 


The finance and banking, and the fiscal and tax sectors 
turned for the better. Uncontrolled lending, uncontrolled 
fund raising, uncontrolled establishment of financial 
institutions were brought under control. Individual sav- 
ings mounted month by month. As of the end of Sep- 
tember, savings accounts contained a balance of 1.3867 
trilling yuan, 232.2 billion yuan more than at the end of 
1992. 
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Stock markets, futures markets, foreign exchange mar- 
kets, the real estate market, and development zones all 
turned for the better. Investment in commercial housing 
turned downward. Real estate prices in coastal areas 
declined about 20 percent. Development of futures mar- 
kets and stock markets gradually stabilized. The foreign 
exchange swap market rate for the renminbi stabilized at 
8 yuan to $1.00. About 8 yuan is a rather reasonable 
price. 


All in all, thanks to the strong macroeconomic regulation 
and control from May through August, positive changes 
appeared in the operation of the economy. The macro- 
economic environment was relatively stable, and “‘bot- 
tlenecks,” which are one of two signs of economic 
overheating, eased markedly. The rise in prices also 
receded slightly. September macroeconomic monitoring 
and early warning indicators showed that the economic 
situation had receded from the middle of the “red light 
zone” (1.e., overheating) of the first half of the year to the 
lower end of the “red light zone.” 


Intensity: From Strengthening to Fine Tuning 


Because of the difficulty in getting the intensity of 
retrenchment just right, some negative results accompa- 
nied the macroeconomic regulation and control process, 
principal of which was a general shortage of funds in 
enterprises because of the tightening of the money 
supply. Although the shortage of funds in enterprises 
only began to appear in April 1993, by the middle of 
July, it suddenly intensified. Triangular debt reappeared, 
and with much greater force than previously. In some 
enterprises, sales slackened, inventories rose, and enter- 
prises delayed paying each other. As of the end of July, 
net accounts receivable of industries within budget 
nationwide totaled 173.4 billion yuan, up 24.8 billion 
from the same period in 1992. Some concerns that 
showed good returns amd that were developing at mod- 
erate speed during the first half of the year saw a sudden 
slide in production and returns during the second half of 
the year because of the funds shortage. Some experts said 
that without some moderation of the intensity of regu- 
lation and control, the landing would be hard rather than 
soft. 


The negative effects that grew out of this macroeconomic 
regulation and control were attributable, to a very large 
extent, to China’s finance and banking system. China's 
banks are neither like banks that operate for policy 
reasons nor like commercial banks. They have the 
authority of banks that operate for policy reasons, and 
they are strongly mindful of their own economic inter- 
ests. Under these circumstances, it is very difficult to 
regulate and control the economy effectively in an appro- 
priate way. During the financial consolidation, the cen- 
tral government asked the banks to straighten out their 
loans, and they asked the banks to recall the 90 billion 
yuan they had invested in real estate. In fact, however, 
this 90 billion yuan had been buried in the ground and 
could not be easily taken back. What was to be done? 
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Restricting normal credit was all that could be done. 
Enterprises everywhere had a strong reaction to this 
action by the banks. 


After discovering this problem, the central government 
immediately reduced the intensity of regulation and 
control, and infused some money with the result that 
enterprises’ money supply began to improve during 
October. In October, banks and credit cooperatives 
issued 71.2 billion yuan in new credit, 27.4 billion yuan 
more than during the same month in 1992. Seventy 
percent of it was credit to be used as working capital. 
With the moderate easing of the money supply, enter- 
prises’ savings reversed the several month sustained 
decline. Enterprises made new deposits of 24.7 billion 
yuan during the month, 2.4 billion more than during the 
same month in 1992, thereby showing an increase in 
enterprises ability to pay. Currency issuance continued 
to be effectively controlled, 8.8 billion yuan less put into 
circulation during October than during the same month 
in 1992. The specialized banks’ payment reserves rate 
climbed to around 10 percent thereby changing the 
payment difficulty situation. 


Final Phase: High Growth a Foregone Conclusion, 
Three Problems Require Solution 


Despite the easing of the speed of economic growth 
during the last half of the year, because of the ultrahigh 
speed growth of the first half of the year, speed of 
economic growth for the year as a whole will still be high 
in 1993. 


According to State Statistical Bureau statistics, GNP for 
the year will break the 3 trillion yuan mark. Figured at 
comparable prices, this is an approximately 13 percent 
increase over 1992. Other major economic indicators are 
as follows: 


Industry Gross output value of industry at the township 
level and above will be about 21 percent greater than in 
1992. If village level and above industry is included, the 
increase will be about 23 percent. 


Agriculture Forecasts call for the gross output of grain to 
maintain the 885 billion jin level of 1992., the gross 
output value of agriculture for the year increasing 4 
percent over 1992. 


Investment Investment in social fixed assets for the year 
will total 1.15 trillion yuan in an approximately 46 
percent increase over 1992, making this the highest 
investment growth year since the 1980s. 


Markets Social commodity retail sales for the year will 
total 1.35 trillion yuan in an approximately 23 percent 
increase over 1992. After deducting for price rises, the 
actual increase will be about 9 percent. 


Foreign Trade Exports for the year will total between $90 
billion and $93 billion, up 6 to 8 percent over 1992. 
Total imports will break the $100 billion mark, up more 
than 24 percent. 
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However, simultaneous with the sustained high growth 
of the economy as a whole and the achievements made in 
macroeconomic regulation and control, several glaring 
problems appeared in the operation of the economy 
during 1993 that will require solution during practice in 
the future. 


Speed and Health: How To Combine the Two 


The high economic growth of the first half of 1993, and 
the macroeconomic regulation and control process 
during the last half of the year confronted us with an 
extremely acute problem: how to make economic devel- 
opment both speedy and healthy. 


During the past several years, the economic develop- 
ment policy of the CPC Central Committee and the State 
Council has been “sustained, steady, and coordinated.” 
The Third Plenary Session of the 13th Party Central 
Committee changed this, proposing a “‘sustained, 
speedy, and healthy” policy. This policy adjustment was 
necessary because China’s economy needs high speed. 
China’s economy is facing enormous international chal- 
lenges. If China is to become a world economic power in 
the twenty-first century, slow speed economic develop- 
ment will not do, and medium speed development will 
not do either. Only sustained high speed development 
can make up for China’s being a late comer, and estab- 
lish an invincible position for China in international 
competition. 


However, attaining sustained, rapid, and healthy devel- 
opment is by no means easy. Since 1978, China's 
economy has gone through three major fluctuations, 
namely between 1978 and 1982, between 1983 and 1986, 
and between 1987 and 1991. The process in each fluc- 
tuation was rapid economic development leading to 
economic overheating, and culminating in urgent 
retrenchment. This means that for the past more than a 
decade, China’s economy has been unable to escape from 
a cycle of overheating once restraints are removed and 
ruin when restraints are reimposed. This includes the 
economic heating of 1988 and the economic slide of 
1989, which are still fresh in people’s memories. The 
high economic growth of 1992 and 1993 are likewise 
confronting an overheating threat. The macroeconomic 
regulation and control of the last half of the year was also 
undertaken because no alternative existed. Mindful of 
the lessons of past economic retrenchments, the 
approach that che Central Committee took this time in 
increasing macroeconomic regulation and control was a 
soft landing. Nevertheless, in the regulation and control 
process, a severe shortage of enterprise funds appeared, 
and production faced a difficult period of slippage; thus, 
large amounts of money had to be provided. Seemingly, 
the attainment of both rapid and healthy development is 
a major problem that China will have to solve in the 
future. 


Prices: A Wild Horse That Has Not Yet Been Broken 


While the overheated economy was beginning to cool 
during the last half of the year, skyrocketing prices had 
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yet to be brought under effective control. The price index 
remained high with no sign of coming down. State 
Statistical Bureau statistics showed an average !2 per- 
cent rise in retail prices for the first three quarters, and a 
14 percent rise in the cost of living. This included an 18.9 
percent rise in 35 large- and medium-sized cities. In 
October, the rise in prices still showed some resilience, 
the cost of living index in 35 large- and medium-sized 
cities increasing to 21.1 percent. 


The continuation of prices at a fairly high level was 
aitributable to the following several factors: First, the 
cost of living index is a lagging indicator. Even though 
the economy is cooling now, the lag effect of the previous 
phase of economic overheating still plays a role on 
consumer prices. This is to say that during the ultrahigh 
speed economic development period of 1992 and the 
first half of 1993, prices of the means of production rose 
rapidly because of the effect of too vigorous demand. 
This caused a rise in consumer goods production costs. 
There is a lag period between the rise in prices of means 
of production and the rise in prices of consumer goods. 
Second, during 1993, the state substantially readjusted 
or decontrolled prices of numerous daily necessities and 
services, such as the prices paid for grain, nonstaple 
foods, fuel, house rent and electricity, transportation, 
and school expenses. Prices of these essentials rose 
considerably. Since no substitutes could be found fol- 
lowing the rise in prices of these essentials, the cost of 
living rose without let up. Third, as income levels rose, 
consumer goods of different qualities gradually 
appeared. The high consumption of people having high 
incomes propelled a rise in prices of consumer goods. 
Fourth, changes in the renminbi-U.S. dollar exchange 
rate caused prices of imported consumer goods to shoot 
up. This also abetted the rise in prices of consumer 
goods. 


Given China’s present economic system, complete elim- 
ination of inflation during the near term is impossible. 
Nor is it necessary. The key lies in getting the citizenry 
and other quarters to accept it. The emphasis of macro- 
economic regulation and control has to be on holding the 
rise in prices below 10 percent. The current extent of 
price rises is clearly too high. By increasing the intensity 
of macroeconomic regulation and control, and halting 
the inauguration of new price reform measures, skyrock- 
eting prices may be brought under control. However, 
speed of economic growth may be too low, and plans for 
further deregulation of the prices of products of some 
basic industries in 1994 will come to naught. If prices 
continue to rise beyond controllable limits, the direction 
of macroeconomic regulation and control can be 
changed, financial controls relaxed, but this would mean 
that the as yet not fully cooled economy would face more 
overheating. Clearly, unless there is a marked price 
recession in early 1994, a timely change in policies to 
influence subsequent macroeconomic regulation and 
control will be necessary. 
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Quick Returns: When Will a Change Occur? 


Yet another problem ts the conflict between speed and 
returns. Returns from China’s industrial economy are 
characterized by quick returns. This was particularly so 
during 1993. As the speed of economic growth changed, 
economic returns from industry nationwide were strik- 
ingly different during the first half and the second half of 
the year. The composite index for returns from the 
industrial economy nationwide (no statistics available 
from Shanghai) for the first six months of the year was 
99.31. This was 15.67 points higher than for the same 
period in 1992. If the statistics for Shanghai are 
included, the national economic returns composite index 
is more than 100. As the speed of economic growth 
began a downturn in June, the economic returns of 
industrial firms also began a gradual descent. Statistics 
from 360,000 independently accounting industrial con- 
cerns at the township level and above throughout the 
country showed a composite index for industrial 
economy returns of 98.67 for the period January through 
July, 96.63 tor the period January through August, 96.34 
for the period January through September, and 95.21 for 
the period January through October. This represented a 
respective 0.64, 2.68, 2.97, and 4.10 percentage point 
decline from the January through June 99.31 economic 
return composite index. It included a marked decline for 
lighi and heavy industry. Twenty-five of the country’s 29 
regions (not including Tibet) were affected. 


The direct reasons for the decline in returns of the 
industrial economy over such a wide area were, first, the 
accumulation of goods in inventory and payment 
defaults, which caused a decline in the money utilization 
rate. Second was a rise in enterprise losses. A more 
deep-seated reason was that once quick return industries 
encountered a cooling of the economy, their production 
cycles did not work well, leading to a decline in economic 
returns. 


So-called quick returns means nonintensive economic 
returns. Specifically, quick return industries may be 
generally characterized as follows: First, their product 
make-up is ill-conceived; second, product quality 1s 
rather poor, and third, their management and teclinology 
is antiquated, their labor productivity rate 1s low, their 
energy and materials utilization rate is low, and waste is 
great. Since they are innately inferior, the ratio between 
input and effective output of such industries is low, and 
consumption per unit of product produced 1s high. When 
the economy is developing rapidly, large social demand 
makes the sale of their products easy. Even though 
consumption per unit of product produced is high, such 
concerns can manage because of their quick economic 
returns. However, once social demand shrinks abso- 
lutely, or growth declines, sales become difficult because 
of the high cost of producing products, and the level of 
economic returns decline as well. 


During the period of a country’s economic takeoff, quick 
return industries are an inevitable phase. They also make 
a contribution to high speed development of the 
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economy. However, if no change is made in quick 
returns, macroeconomic policy is likely to end up in two 
predicaments: Too high a speed means proneness to 
overheating; too low a speed means a great decline in 
economic returns may occur. Such a situation occurred 
once during 1989, and it has appeared again in 1993. 
Therefore, both macroeconomic policymakers and the 
operators of concerns should see quick returns for what 
they are. They should not be overly optimistic about the 
temporary great increase in quick returns. They must 
take actions to reduce, insofar as possible, the period of 
quick returns. 


Research Group Probes ‘New’ Managing System 


94CE0246A Beijing JINGJI CANKAO BAO in Chinese 
15 Dec 93 p 4 


[Article by the Group Studying a New System of Man- 
aging Socialist State Assets of Our Country: “The 
Selecting of Goals and Policy Study With Regard to Our 
Country’s State-Asset Management System of a New 


Type” 


[Text] The goal of our country’s reform of the economic 
system is to establish a system of socialist market 
economy. In view of the demands raised by this goal and 
the actual situation, we believe that in the 1990s the core 
of the effort to establish our country’s state-asset man- 
agement system of a new type is to rectify property right 
relationships governing state assets and impose norms 
on the government’s property-right management con- 
duct in accordance with the objective laws of develop- 
ment of a socialist market economy, so as to turn 
state-owned enterprises into true market actors with full 
vigor, to make the state sector of the economy truly 
become our country’s main force in the arena of inter- 
national market competition and capable of also effec- 
tively safeguarding and developing the national interest, 
and to make the optimum deployment of state assets 
truly satisfy the objective demands of the rapid develop- 
ment of the social productive forces and the continuous 
improvement of the living standards of the people in our 
country. 


Basic Point of Departure of the Effort To Establish a 
State-Asset Management System of a New Type 


The establishment of a state-asset management system of 
a new type must be in line with the objective needs of our 
country’s economic development. We believe that in the 
1990s, on the one hand, the reform and opening up have 
resulted in countries infiltrating one another economi- 
cally, politically, culturally, and in other spheres, leading 
to the direct faceoff between the capitalist system and 
the socialist system in a “war of commerce.”’ Under such 
a condition of “peaceful competition,” how high the 
level of the productive forces is will be of more decisive 
significance to the consolidation and development of the 
socialist system than at any time in the past. On the other 
hand, the current growth of our country’s national 
economy has an obvious dual-structure character, and at 
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the same time our country faces the double task of 
continuing the effort to accomplish industrialization and 
of endeavoring to achieve the modernization of indusiry 
as well as the serious challenge posed by the prospect that 
new technology revolution will inevitably lead to impor- 
tant changes in industrial structure and industrial orga- 
nizations. Faced with such a situation, we must funda- 
mentally change our view on the management of 
property rights over state assets, and the core is to 
establish the idea of the state sector’s leading role based 
on the sector’s capability for competition. 


The state sector's capability for competition comes, on 
the one hand, from the optimum allocation of resources 
within the state-owned enterprises, and, on the other, 
from the optimum allocation of resources in the state 
sector. To increase the state sector's capability for com- 
petition and to give full play to the state sector’s leading 
role, it is necessary to start with proceeding with reforms 
in the two areas simultaneously. We believe that in the 
1990s it is necessary to accelerate t!.> transformation of 
the operating mechanisms of the state sector by organi- 
cally integrating the contents of reforms at the following 
three levels because of the demands of international 
market competition. 


The first is the reform of state-owned enterprises’ mode 
of business operation. On this jevel, the main content of 
the reform is the reforming of the leadership system, 
financial accounting system, labor and personnel system, 
wage system, and other business management systems in 
state-owned enterprises, thereby using the management 
systems to ensure that state-owned enterprises’ mode of 
business operation meets the demands of international 
market competition. This reform is especially important 
in those industries or enterprises which cannot adopt the 
joint-stock system. 


The second is the reform of state-owned enterprises’ 
asset organization. On this level, the content of the 
reform is to transform the majority of state-owned 
enterprises into corporations and establish a modern 
enterprise system. Through transforming those enter- 
prises into corporations, provide those enterprises with a 
property-right system environment in which they can 
compete with nonstate-owned enterprises on an equal 
footing. Surely, with the reform of the forms of asset 
organization used by enterprises, enterprises’ mode of 
business operation will also inevitably undergo many 
important changes as compared with the past. 


The third is the reform on the level of state-owned 
enterprises’ operational scale and structure. On this 
level, the main content of the reform is to optimize the 
sectoral structure and geographical structure of state 
assets, so as to concentrate the state’s limited capital in 
the industries or enterprises where the leading role of the 
state sector can be given play in the most effective way. 
We should fully exploit the current advantageous condi- 
tion under which the nonstate sector is quite strong while 
in society individuals’ investment desire is getting ever 
stronger, and transfer to the nonstate sector partial and 
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complete property rights over state-owned enterprises in 
ordinary industries in a planned manner or transform 
those state-owned enterprises into joint-stock companies 
which accept individual investment in a big way. Absorb 
funds in society through transferring property rights, and 
use the funds for accelerating the technological progress 
and development of state-owned enterprises in the 
emerging industries, thereby promoting the moderniza- 
tion and upgrading of our country’s industrial structure. 


While proceeding with reforms on the above-discussed - 


three levels, we should also effectively enhance the 
construction of state-owned enterprise groups, trans- 
forming and helping such enterprise groups on the basis 
of consideration of the demands of international market 
competition so that they can gradually become transna- 
tional corporations with the capability for international 
market competition. 


Basic Line of Thought on Establishing a State-Asset 
Management System of a New Type 


We believe that in view of the demands of the develop- 
ment of a socialist market economy, the establishing of a 
state-asset management system of a new type should 
start with work in the following five areas: 


1. In terms of intragovernment arrangement, appropri- 
ately separate the functions of macroeconomic regula- 
tion and control and sectoral management from the 
function of managing property rights over state assets; 
and establish an organizational system characterized by 
a proper division of labor between those exclusively 
engaged in the management of the properties and those 
partially engaged in the management of the properties 
under the unified leadership of the State Council. 


2. Separate the government’s administrative manage- 
ment of property rights over state assets from business 
operations based on the use of property rights over state 
assets, and make property rights enter the market as a 
financial commodity; establish many enterprise-like 
actors which carry out business operations based on the 
use of property rights, give them the status as indepen- 
dent legal persons, and sever their administrative subor- 
dinate relations to the government, so that they can play 
the role of the intermediary between the state and 
ordinary production and circulation enterprises. 


3. On the basis of establishing a modern enterprise 
system, make the state sector be characterized by a 
development situation where the state sector is com- 
posed of two main categories of enterprises and engaged 
in double-level (multilevel) business operations. Enter- 
prises of one category are mainly engaged in business 
operations based on using property rights over state 
assets as a commodity; enterprises of the other category 
use the state assets under their control for producing 
products and services, and use the products and services 
as commodities in business operations. Enterprises of 
the two categories and the double-level business opera- 
tions are in an common effort to ensure the preserving 
and increasing of the value of state assets. 
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4. Break down the confines imposed by the current 
framework of “separation of two powers,” establish a 
property right system appropriate to a market economy, 
remove the closure-inducing restrictions imposed by the 
classical idea on property rights, and impose norms on 
the various derivative property rights resulting from 
property rights in accordance with the law and under the 
precondition of protecting the original property rights of 
owners, so as to form a property right system with a 
multilevel structure. 


5. Have three basic organizational levels of management, 
and appropriately demarcate their functions, so as to 
form constraining mechanisms of a new type extending 
from the government to enterprises with regard to prop- 
erty rights over state assets, that is, the level of govern- 
ment management of the state’s property rights based on 
having the State Council serve as the main actor, the 
level of management of the state’s property rights, car- 
ried out by agencies which are engaged exclusively in 
such management, which is based on having the State 
Bureau of State-Asset Management serve as the main 
actor, and the level of enterprises’ management of the 
state’s property rights based on having the board of 
supervisors (or the board of directors or the management 
council) serve as the main actor. The specific ideas are as 
follows: 


Level of Government Management of the State's 
Property Rights 


The State Council is the main actor which exercises 
ownership right over the assets of state-owned enter- 
prises on behalf of the state. At this organizational level, 
the government’s dual economic function is fused. Its 
main task in managing the state’s property rights 1s to 
give the most effective play to the state sector's role in 
promoting the optimum allocation of resources in 
society. Consequently, the main contents of the manage- 
ment of the state’s property rights at this level include: 
determining where additional state assets are to be 
placed, adjusting the scale and structure of business 
operations based on state assets, forming and issuing 
mandatory plans on state-owned enterprises, coordi- 
nating the social objectives of state-owned enterprises’ 
business operations with the profit objectives of such 
operations, etc. In order to ensure the State Council's 
effective exercise of ownership right over the assets of 
state-owned enterprises and to enhance the overall plan- 
ning and guidance regarding the reform of the system of 
state-owned enterprises and the rearrangement of state 
assets, it 1s proper to consider establishing an interagency 
commission for state-asset management, with the pre- 
mier or a vice premier serving as chairman of the 
commission and with officials in charge of the govern- 
ment’s structural reform agencies, the various compre- 
hensive economic functional agencies, state-asset man- 
agement agencies, and the agencies in charge of the 
relevant industries serving as members of the commis- 
sion. To make decision making more scientific, it 1s also 
proper to establish an advisory committee or evaluation 
committee of experts under the commission. 











JPRS-CAR-94-009 
7 February 1994 


Level of Management of the State’s Property Rights 
Carried Out by Government Agencies Engaged 
Exclusively in Such Management 


The State Bureau of State-Asset Management is a State 
Council agency engaged exclusively in the management 
of property rights over the assets of state-owned enter- 
prises. Its main task in managing property rights is to 
promote, in the most effective way, the optimum deploy- 
ment of state assets on the macroeconomic level. Its 
main functions include: formulating uniform rules, laws, 
regulations, and policies on the management of property 
rights over the assets of state-owned enterprises; ana- 
lyzing the macro situation regarding business operations 
based on the assets of state-owned enterprises as well as 
the strategies used in such operations, providing the 
State Council with timely suggestions of an advisory 
nature with regard to the adjustment of the structure of 
business operations based on state assets and the rear- 
rangement of the assets, and coordinating the relation- 
ships between the objectives of government management 
of property rights and the objectives of the government’s 
social and economic management, so as to ensure that 
the business operations of state-owned enterprises have a 
unified goal; providing unified and category-based guid- 
ance regarding the reform of the property right system 
governing state-owned enterprises, training, selecting, 
and evaluating representatives of the state’s property 
rights in enterprises and top management personnel of 
the enterprises, etc. The State Bureau of State-Asset 
Management can set up several layers of bureaucracy 
and make division-of-labor arrangements. In general, 
vertically governmental state-asset management bureaus 
can be established at the levels of the center, provinces 
(autonomous regions, municipalities under direct central 
jurisdiction, and cities with separate plans), and cities. 
Horizontally branch offices of state-asset management 
bureaus can be established in economic management 
agencies in charge of some industries. Such exclusively 
mandated agencies, established at the various levels and 
under division-of-labor arrangements, will carry out 
work under the unified guidance exercised by the State 
Bureau of State-Asset Management. 


With regard to the establishment of branch offices in 
charge of state-asset management in the management 
agencies in charge of a few industries, it is necessary to 
pay attention to doing a good job of resolving the conflict 
between “supervisory management” (i.e., the property 
right management, carried out by agencies in charge of 
the relevant industries, of the state-owned enterprises 
supervised by those agencies) and “general manage- 
ment” (i.e., the management of all the enterprises in the 
relevant industries carried out by the agencies in charge 
of those industries). To that end, it is not only necessary 
that workers of the agencies in charge of the industries 
transform their views, improve their quality, and change 
their modes of operation, but also necessary to clearly 
stipulate in terms of the rules governing the system that 
those branch offices should accept the dual operational 
direction of both the agencies in charge of the relevant 
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industries and the State Bureau of State-Asset Manage- 
ment and that their main tasks be to coordinate the 
relationships between the objectives of the government's 
management of the industries and the objectives of 
enterprises’ business operations in an appropriate 
manner and to ensure state-owned enterprises’s effective 
playing their leaning role on the basis of those enter- 
prises’ improving the efficiency of their business opera- 
tions. Those branch offices not only perform the func- 
tion of managing, on a full-time basis, property rights 
over the state-owned enterprises supervised by agencies 
in charge of the respective industries, but also perform 
the functions of analyzing and studying the situation 
regarding business operations based on the assets of the 
state-owned enterprises in their respective industries 
(including the state-owned enterprises which are in those 
industries but which are not subordinates of the agencies 
in charge of those industries) and of timely submitting to 
superior agencies advisory suggestions on adjusting the 
scale and structure of business operations based on state 
assets in their respective industries and on the formu- 
lating of policies on the relevant business operations. At 
the same time, it is necessary to establish a corre- 
sponding management system to prevent the phenom- 
enon of excessive direct intervention carried out by the 
agencies in charge of the relevant industries in the 
business activities of state-owned enterprises. 


To ensure effective management of the state-owned 
shares of joint-stock enterprises and Chinese-foreign 
joint ventures, the central and local governments can 
also establish state assets-based business companies, 
investment companies, and holding companies to be 
engaged exclusively in performing the function of man- 
aging the state-owned shares in view of the actual needs. 
Those companies’ serving as intermediaries between the 
government and state-owned joint-stock enterprises is 
conducive to both weakening government agencies’ 
direct administrative intervention in enterprises’ busi- 
ness activities and the effective functioning of state- 
owned shares in the market economy, thereby contrib- 
uting to the effort to have state-owned shares managed 
by enterprises engaged exclusively in such management. 


Level of Enterprises’ Management of State’s Property 
Rights 


In terms of enterprises, being transformed into corpora- 
tions represents the inevitable trend in the reform of the 
property right system governing most state-owned enter- 
prises. With the establishment of the corporate system 
and the development of the socialist market economy, 
the forms of enterprise organizations based on state 
assets in our country will become increasingly diversified 
and complex. Vertically, with the extension of the chain 
of property investment of enterprises, there have now 
emerged business operations based on property rights at 
several levels such as those of state-owned parent com- 
panies, subsidiaries, and subsidiaries’ subsidiaries. Hor- 
izontally, with the diversification of actors investing in 
companies, there have emerged several types of property 
right organization such as sole state ownership, joint 
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ventures between the state and enterprise legal persons, 
joint ventures between the central and local govern- 
ments, joint ventures among the state, enterprise legal 
persons, and individuals, joint ventures between enter- 
prise legal persons, and Chinese-foreign joint ventures. 
In correspondence with those forms are a number of 
forms of enterprise organization such as solely state- 
owned companies, state-owned limited liability compa- 
nies, and state-owned joint-stock limited liability com- 
panies. Obviously, the ways and contents of the 
government’s state-asset management of those state- 
owned companies of different types will be very dif- 
ferent. For instance, the government maintains direct 
property-right constraining relationships with state- 
owned parent companies, but does not have direct 
property right relationships with state-owned enter- 
prises’ subsidiaries and the subsidiaries of state-owned 
enterprises’ subsidiaries, of which property right man- 
agement is mainly carried out by the parent companies. 
Take another example. With regard to state-owned joint- 
stock companies of various types, the state performs its 
equity management function mainly through partici- 
pating in the general meetings of shareholders, boards of 
directors, and boards of supervisors in ways determined 
by the proportions of its directly held shares under the 
corporation law. As for solely state-owned companies, 
the government carries out property right management 
of those companies mainly through selecting members of 
the boards of directors or boards of supervisors as well as 
top management personnel and having the boards of 
directors or boards of supervisors serve as intermediaries 
in accordance with the special laws formulated by the 
state to govern those companies. Authorized by the 
government’s state-asset management agencies, the 
boards of directors or boards of supervisors perform the 
function of actually managing the property rights on 
behalf of the state. To provide support in this regard, the 
government’s state-asset management agencies should 
establish a set of effective systems of management of 
state-owned shares, including the system of hiring and 
evaluating representatives of state-owned shares, system 
of business operations based on state-owned shares, and 
system of making statistical reports on business opera- 
tions based on state-owned shares. 


With regard to the state-owned enterprises which will 
not be, or which will for the time being not be, trans- 
formed into corporations, it is necessary to further 
perfect the contracting system and leasing system and 
have contracting agreements or leasing agreements for- 
mulated in a more standardized and scientific way 
because contracting agreements and leasing agreements 
are the main means through which the government 
manages the state’s property rights. One line of thought 
which can be selected would suggest the adoption, on the 
basis of implementing the new accounting system, of a 
system of contracted responsibility for business opera- 
tions which is mainly based on evaluating performance 
in regard to the preserving and increasing of the value of 
net assets of state-owned enterprises. At the same time, it 
is proper to consider establishing offices in charge of 
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supervising and managing property rights in enterprises, 
offices which will resemble boards of supervisors in 
corporations; the boards of supervisors are to be com- 
posed of representatives of the government's state-asset 
management agencies, party organizations at the enter- 
prises, and trade union organizations, and will be 
responsible mainly for monitoring and regulating the 
situation regarding the preserving and increasing of the 
values of the relevant enterprises’ state assets. 


Symposium Discusses Enterprise Merger, 
Bankruptcy 


94CE0247A Beijing JINGJI GUANLI [ECONOMIC 
MANAGEMENT] in Chinese No 12, 5 Dec 93 pp 46-48 


[Report by this journal’s special correspondent: “China 
Will See the Emergence of a New Industry—The Prop- 
erty Rights Trading Industry”} 


[Excerpt] On 18-20 September 1993 the Symposium on 
Enterprise Merger and Bankruptcy was held in Beijing. 
This symposium was jointly sponsored by the Enterprise 
Department of the State Bureau of State-Asset Manage- 
ment, the Research Department of the Chinese Indus- 
trial Economics Association, the Wage Institute under 
the Labor Ministry, the journal JINGJI GUANLI, and 
the Siyuan Merger and Bankruptcy Consulting Agency of 
Beijing, and was organized by the Siyuan Agency. One 
hundred and thirty-six people, including representatives 
of the relevant agencies of the central and local govern- 
ments, the Supreme People’s Court and some superior 
and intermediate people’s courts, enterprises, institu- 
tions of high learning, institutions of scientific and 
technological research, news organizations, and the 
International Bankruptcy Association and renowned 
bankruptcy judges and accountants from Poland and 
Hong Kong, participated in the symposium. The sympo- 
sium carried out extensive and in-depth discussions of 
policy issues which had emerged in the process of 
handling enterprise mergers and bankruptcies after the 
going into effect of the Enterprise Bankruptcy Law of our 
country, and which needed to be resolved. Combining 
discussion and study, combining theory with practice, 
combining the government and private individuals, and 
having entrepreneurs, scholars, and government officials 
“perform on the same stage” were prominent features of 
this symposium. 


Cao Siyuan, president of the Siyuan Agency, thoroughly 
expounded the proposed draft of the Enterprise Bank- 
ruptcy Law (Tentative) of the People’s Republic of 
China that he had put forward. According to him, in 
revising the bankruptcy law, it is necessary to follow 
three principles: First, move further toward interna- 
tional practices; second, be conducive to improving 
case-handling efficiency during the process of implemen- 
tation; and, third, pay attention to maintaining conti- 
nuity. Therefore, he favored moderate revision rather 
than radical revision. The nine revision proposals put 
forward by him were as follows: 1) Extend the scope of 
application from all people-owned enterprises to all 
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enterprise legal persons. 2) The statement of the legisla- 
tive purpose should be simplified, and should not have 
ideological colors. 3) Bankruptcy should be defined in a 
uniform way and it should be clearly stipulated that 
bankruptcy mean “being unable to pay debts as they are 
due.” 4) As for the issue of placement of employees of 
bankrupt enterprises, since the State Council has already 
issued rules, there are no additional rules in the text. 5) 
It is necessary to abolish some rules such as the rule that 
a petition in bankruptcy or for amicable settlement and 
consolidation has to be approved by the enterprise’s 
supervisory agency and endorsed by the workers’ con- 
gress after discussion. 6. Introduce the concept of the 
bankrupt’s creditor. 7) Shorten bankruptcy cases’ han- 
dling time, and one measure in this regard will be to 
change the time limit on filing creditor claims from three 
months to two months. 8) Do not directly cite criminal 
law provisions in the bankruptcy law; it would be ade- 
quate to just have the explicit wording in accordance 
with the relevant criminal law provisions. 9. The work of 
establishing liquidation teams should be regulated by the 
market. The main current obstacle, he also said, to the 
implementation of the bankruptcy law is that in the 
course of implementing the bankruptcy system, credi- 
tors, especially the banks, lack the enthusiasm for using 
the bankruptcy law to protect their own economic inter- 
ests; the second is the issue of placement of employees of 
bankrupt enterprises. China will see the emergence of a 
new industry—the property rights trading industry and 
the emergence of the new occupation of the “merger 
producers,” he predicted very confidently. Their busi- 
ness is to “trade”’ in enterprises, and “trading” in enter- 
prises is not a bad thing. They buy enterprises, have the 
enterprises consolidated, transformed, and packaged, 
and then sell the enterprises. After going through this 
process, enterprises would emerge with entirely new 
looks, and would have levels of efficiency totally dif- 
ferent from those in the past. Turning from “money 
eating” enterprises into “money spitting” enterprises. 
Producers of enterprise mergers would make a great deal 
of money through first devouring and then throwing up 
enterprises. But such money is not made through 
exploiting national calamities but made through bene- 
fiting from competition and prosperity. 


Professor Xiao Zhuoji of Beijing University made five 
points with regard to the issue of merger and bankruptcy. 
First, merger and bankruptcy represent the objective 
demands of a market economy. Under a market 
economy, the law of survival of the fittest is effective, 
and it is inevitable that some enterprises will face bank- 
ruptcy; at the same time some enterprises need to 
develop and grow and the main way to develop is to have 
mergers. Second, merger and bankruptcy constitute an 
important way to have resources allocated in an 
optimum manner and can result in limited resources 
being transferred to sectors and industries equipped with 
advantageous conditions, thereby producing economies 
of scale which are conducive to the development of the 
social productive forces. Third, merger and development 
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themselves would improve the overall quality of enter- 
prises. To enterprises, merger represents a driving force, 
and bankruptcy represents a pressure. Because of such a 
driving force and pressure, every enterprise must strive 
to improve the standards of its business operation and 
management; otherwise, it would face the danger of 
elimination. Fourth, merger and bankruptcy constitute 
an effective way to safeguard state properties. A loss 
making enterprise is subsidized by the state, and the 
state’s losses are unlimited; however, if the bankruptcy 
method is used, there will be some losses of state 
property, but the losses will be limited. Furthermore, it is 
possible to utilize the original assets for making up the 
losses through transferring properties. Fifth, merger and 
bankruptcy also constitute an important way to maintain 
social stability. If some enterprises which should be 
liquidated are kept alive with difficulty, it would seem 
on the surface that workers are not unemployed and 
society would seem stable; but society’s resources would 
be wasted or remain idle, and such a situation would 
mean the greatest instability. Only by adopting the 
merger and bankruptcy method so as to achieve the 
optimum allocation of resources, develop the economy, 
and improve efficiency, would it be possible to funda- 
mentally ensure social stability. 


Guan Weili, director Uf the Enterprise Department of 
the Bureau of State-Asset Management, put forward ten 
ideas on the issue of enterprise merger and bankruptcy. 
1) Enterprise bankruptcy and merger are an indispens- 
able link in the market economy, and merger and bank- 
ruptcy constitute the main way of adjusting the alloca- 
tion of factors of production. 2) Bankruptcy and merger 
can both be positive means, and constitute metabolism. 
Letting bankrupt enterprises control resources means 
wasting resources, and it would be better to have bank- 
rupt enterprises absorbed by enterprises equipped with 
advantageous conditions. At the present stage, it is 
proper to take larger steps with respect to merger and 
bankruptcy. 3) The current situation of state-owned 
enterprises has two major characteristics: First, the level 
of efficiency is low while the problem of asset washout is 
serious. Some enterprises cannot be saved, while some 
others are not suited to remaining in their respective 
industries; to them, merger and bankruptcy are good 
things. Second, the speed is high but the figures are 
inflated; the situation is governed by plans but also 
unbalanced. Enterprises face a heavy task of carrying out 
structural readjustment. 4) To have mergers and bank- 
ruptcies, it is first of all necessary to clearly define 
property right relationships and to make clear who have 
ownership; we must have agencies which exercise own- 
ership rights over enterprises. In the transition period, 
enterprises’ supervisory agencies must continue to exer- 
cise supervisory and management rights. 5) It is proper 
not to take away an enterprise’s legal person status after 
it has been absorbed, and this practice can serve as a 
nonstandardized method, and be reflected in some way 
in the future enterprise merger law. 6) To have enterprise 
mergers as well as bankruptcies, it 1s necessary to trans- 
form the function of financial institutions. 7) Amidst 
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enterprise bankruptcies and mergers, it is necessary to 
resolve the issue of placement of employees. 8) To have 
enterprise bankruptcies as well as mergers, we must 
establish a system of asset evaluation. 9) Change views, 
clarify understanding, and have a new understanding of 
the property right structure of state assets. 10) Enterprise 
bankruptcy and merger are dependent on the establish- 
ment, development, and perfecting of a property rights 
trading market. Enterprise bankruptcy itself needs a 
market; the existing state-asset management agencies 
and structural reform agencies are doing the relevant 
work in this respect. The Enterprise Merger Society 
established by the symposium should play its due role in 
this respect. 


Dr. Li Shuguang, vice president of the Siyuan Agency, 
submitted to the symposium the proposed text of the 
Enterprise Merger Law (Draft) prepared by the research 
group led by him, and delivered a speech entitled “The 
Development of the Market Economy Needs an Enter- 
prise Merger Law,” expounding the proposed text. 


The main breakthroughs and additions contained in 
“The Proposed Text” with regard to the existing eco- 
nomic laws and regulations were: Clarifying the legisla- 
tive purpose and application scope of the Enterprise 
Merger Law as well as the concept of enterprise merger, 
containing specific rules on the modes and categories of 
enterprise merger and on merger agreements; containing 
clear rules on dividing enterprise assets in merger asset 
evaluation under the new accounting system and on 
sources of funds for mergers; containing more detailed 
rules on the placement of employees of absorbed enter- 
prises than “The Tentative Provisions”; containing a 
chapter dealing exclusively with “legal responsibilities.” 
The purpose was to raise the merger law’s statutes and 
authority in an effort to impose norms on the conduct of 
all parties. 


“The Proposed Text” aroused strong reactions from the 
participants of the symposium. According to the partic- 
ipating foreign scholars and experts, China should, as 
other countries, have a merger law which, while in line 
with international practices, is also appropriate to 
China’s realities. People from government agencies and 
the business community argued that both carrying out 
practical work and invigorating the merger market 
would keenly need the Enterprise Merger Law, and 
expressed the hope that this law would come into being 
as soon as possible. [passage omitted] 


Reportage on Price Changes in Various Sectors 


94CE0247B Beijing JIAGE LILUN YU SHIJIAN 
[PRICE: THEORY AND PRACTICE] in Chinese 
No 11, 20 Nov 93 pp 11-15 


[Reportage by Chen Jun: “The Recent Price Situation 
and Price Prospects’’} 


[Excerpt] Since the beginning of this year, the Chinese 
economy has continued to grow rapidly, and inflation- 
inducing and constraining factors have been growing 
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simultaneously. The introduction of price reform mea- 
sures has been proceeding in a basically smooth manner, 
but the increase in the general price level is still much 
higher than the target. State set prices have risen in a 
planned way; state-guided prices have risen slightly amid 
general stability; and market-regulated prices have risen 
rather substantially. In terms of the general trend, 
changes in the price level have a sector-based character. 
Final consumption has risen amid general stability; 
increases in prices for production materials have an 
obvious character of being caused by the adjustment of 
industrial structure and product structure, and are in line 
with the trend of market demands; and the continued 
large increases in prices for services and labor service 
have objective causes. The rate of increase in the general 
retail price level was high at the beginning of the year, 
and has risen recently, thereby demonstrating a trend to 
increase on a monthly basis. 


The Current Price Situation 


1. Extensive price decontrol was carried out in 1992, and 
since the beginning of this year, plan-governed prices for 
things such as grain, coal, petroleum, and steel have been 
further decontrolled, while rates for railway freight trans- 
port have been raised. 


Under the State Council’s unified plan, prices for most 
centrally distributed coal were decontrolled at the begin- 
ning of the year; prices for most steel and iron products 
have been decontrolled; on 1 April 30 million metric 
tons of plan-governed parity-priced crude oil was trans- 
ferred to use for extraplan sales; the grain, chemical 
fertilizer, cotton, wood pulp, raw materials for detergent 
imported with centrally held foreign exchange under 
plans have changed into agent-set prices, with prices 
regulated by the market; prices for things such as natural 
gas, metal alloy products, cement, and communication 
exchange equipments have been decontrolled; and the 
fee standards for some centrally managed services have 
been decontrolled. Since | July, the per metric ton/km 
rate for railway freight transport has been 1.5 fen higher, 
representing an increase of approximately 40 percent. 


In the first half of the year, prices for a small number of 
commodities involving scarce resources and a small 
number of monopoly prices were adjusted. Prices for 
centrally distributed timber produced by state-owned 
forest zones were raised; burning and transport additions 
to the electricity price were increased; ceilings were 
imposed on prices for chemical fertilizer, farm-use pes- 
ticides, and farm-use films; protective minimum prices 
were used for grain ordered by the state and for grain to 
be stored for special purposes, and so on. 


After prices for grain were decontrolled in some regions 
last year, this year such provinces and autonomous 
regions as Zhejiang, Shaanxi, Shanxi, Jilin, and Xinjiang 
and such cities as Shanghai, Tianjin, Wuhan, Zheng- 
zhou, and Kunming have also decontrolled grain prices. 
As marked by Beijing Municipality’s decontrolling sales 
prices for grain on 10 May, the work of gradually 
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decontrolling sales prices for grain nationwide, which 
had started in the second half of 1992, was completed. 


Under the influence of the state’s price reform measures, 
governments of some regions have also further decon- 
trolled tertiary industry prices, raised housing rents and 
fares for urban public transport, and raised or decon- 
trolled prices for fuels for civilian use. 


After the adoption of those measures, the consumer 
goods market has experienced some partial fluctuations 
and there have been sporadic occurrences of panic 
buying, but there has been no large overall impact on 
market prices. 


2. The increase in the general price level is rather 
substantial, and prices for production materials and 
rates for services have risen too rapidly; increases in 
market-regulated prices are an important factor shaping 
changes in the general price level. 


In the months of January-August of this year, the nation- 
wide general index of retail prices rose by 8.5 percent, 
8.7 percent, 9.1 percent, 10.9 percent, 12.5 percent, 13.9 
percent, 14.9 percent, and 15.1 percent respectively over 
the same periods last year, constituting an average 
increase of 11.8 percent for the months of January- 
August; the rates of increase in retail prices in 35 large 
and medium cities were 12.5 percent, 12.6 percent, 14.2 
percent, 13.9 percent, 16.5 percent, 19 percent, 20.8 
percent, and 19.9 percent respectively. The nationwide 
rate of increase in employee cost-of-living prices was 
13.4 percent for the same period. 


As compared with the same period last year, in January- 
August changes in prices for consumer goods, in terms of 
the average monthly situation, were basically normal, 
except for the 26.2 percent increase in grain prices, 11.3 
percent increase in nonstaple food prices, 40 percent 
increase in fuel prices, and 29 percent increse in prices 
for building materials. Prices for industrial consumer 
goods were basically stable, with some increases and 
decreases. In this respect, apparel prices increased by 5 
percent; prices for daily-use goods increased by 5.8 
percent; and prices for entertainment goods and 
mechanical and electrical products declined by 1.8 per- 
cent. After May, because of the rise in the retail sales tax, 
prices for most industrial consumer goods increased. For 
a time the swap-market exchange rate was one dollar to 
10.8 yuan, representing an increase of approximately 70 
percent over the beginning of the year. Because of this 
development, prices for imported industrial consumer 
goods increased substantially, and the gold jewelry price 
increased by approximately 40 percent, reaching 140 
yuan per gram. 


Prices for agricultural products have begun to rise again. 
Prices for some oils have increased while prices for some 
others are stable; the price of rice began rising in early 
April, but the price of wheat has remained weak. Prices 
for coarse cereals have risen rather substantially; in 
mid-July the price of corn was for a time higher than that 
of wheat on the grain wholesale market in Zhengzhou. 
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Rates for paid services have continued to rise rapidly. As 
compared with the same period last year, the increase in 
January-August was 28.2 percent. Increases in 35 large 
and medium cities were even larger. Nanjing saw an 
increase of 92 percent in June. 


Prices for production materials have increased on a 
widespread basis. According to the results of the relevant 
agencies’ monitoring of market prices for 37 major 
production materials in 35 large and medium cities, if 
January this year is considered the base period, the 
average rates of increase for the months of February- 
September were respectively 6.8 percent, 15 percent, 
22.4 percent, 27.6 percent, 33.6 percent, 36.2 percent, 36 
percent, and 35.6 percent and the monthly chain- 
increase rates were respectively 6.8 percent, 6.0 percent, 
5.3 percent, 4.2 percent, 4.1 percent, 2.2 percent, -0.5 
percent, and -1.1 percent. As compared with January, 
11-20 July, when the highest rate of increase occurred, 
saw a 420 percent increase in the price of heavy oil, a 11 
percent increase in the price of coal, a 120 percent 
increase in the price of pig iron, a 21 percent increase in 
the price of 10 mm steel plates, a 35 percent increase in 
the price of 1 mm cold-rolled steel sheets, a 34 percent 
increase in the price of cement, a 79 percent increase in 
the price of raw pine timber, increases of 3.6-5.8 percent 
in the prices of nonferrous metals, a 45 percent increase 
in the price of soda ash, a 8.5 percent increase in prices 
for raw materials for plastics, and a 13 percent increase 
in the price of gasoline. Since August, prices for most 
production materials have been getting stable. By the 
end of September the per metric ton producer price for 
some construction-use steel products had fallen by 
approximately 1,000 yuan, resulting in a price of around 
3,000 yuan per ton and the February 1994 futures price 
of steels had fallen to 2,800 yuan per ton. 


Stocks of agricultural production materials have 
increased. Chemical fertilizer and farm-use films are 
selling slowly, but prices have not declined because of 
increases in prices for raw materials, some chemical 
fertilizer plants have begun to suspend production. The 
price of farm-use diesel fuel is high because it has been 
difficult to deliver plan-governed supplies. In January- 
August, nationwide prices for agricultural production 
materials were up by 13.5 percent over the same period 
last year. 


The rates of increase in the regional general price levels 
have been gradually getting closer to one another, and 
the differences in the rate of increase between the urban 
and rural areas and between the coastal and hinterland 
regions caused by the differences in the time of price 
reform are being reduced. For January-August the gen- 
eral retail price levels for the urban and rural areas 
nationwide rose by 14.5 percent and 12.7 percent respec- 
tively, with the increase for the urban areas being slightly 
larger than for the rural areas. 


This year the general retail price level has risen substan- 
tially, and the main reason is that there have been 
substantial cost-push increases in market-regulated 
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prices. According to estimates, the general retail price 
level has risen by 11.8 percent. In this respect, state-set 
prices rose by approximately 19 percent; state-guided 
prices rose by approximately 1.5 percent; and market- 
regulated prices rose by approximately 11 percent. The 
impact of increases in market-regulated prices on prices 
is approximately 3 percentage points greater than envi- 
sioned in the plans made at the beginning of the year. 
[passage omitted] 


FINANCE, BANKING 


Zhao Haikuan on Monetary Policy as Regulator 


94CE0241A Beijing JINGJI RIBAO in Chinese 
14 Dec 93 p 7 


[Article by Zhao Haikuan (6392 3189 1401) edited by 
Gao Lu (7559 6424): “Monetary Policy Is a Key Means 
of Macroeconomic Regulation and Control’’} 


[Text] Our establishment of a socialist market economy 
will further invigorate microeconomic operations, with 
market variations becoming the key regulator of enter- 
prise production and business activities. Yet, while 
market activities can forcefully propel enterprises to 
improve their operation and management and raise their 
product quality and economic efficiency, they are quite 
unchecked. So, to bring the driving force of markets into 
full play, while ensuring the steady, rapid, and sound 
growth of our national economy, tighter macroeconomic 
regulation and control brook no delay. 


China’s macroeconomic regulation and control is exer- 
cised by the State Council through sectors such as 
planning, finance, and banking. The central bank is the 
department that enforces monetary policy under State 
Council leadership by regulating the money supply. The 
“CPC Central Committee Resolution on Certain Issues 
Involved in Establishing a Socialist Market Economy” 
(abbreviated hereafter as the “Resolution”) points out 
that the Central Government must “use monetary and 
fiscal policy for regulation to achieve a basic overall 
balance between supply and demand, as well as coordi- 
nating them with industrial policy to promote the bal- 
anced development of our national economy and soci- 
ety.” 


Monetary Policy Is Most Crucial Means of Exercising 
Macroeconomic Regulation and Control 


While planning, fiscal policy, and monetary policy all are 
China’s means of macroeconomic regulation and con- 
trol, monetary policy stands in a particularly crucial 
position. This is because the most essential substance of 
macroeconomic regulation and control is the mainte- 
nance of basic overall economic balance, or the preser- 
vation of a basic overall balance between supply and 
demand. Overall supply is all of the commodities 
capable of being provided to markets, while overall 
demand means effective demand, or purchasing power 
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expressed in the money supply and its turnover fre- 
quency. The key function of macroeconomic regulation 
and control, in addition to actively supporting the devel- 
opment of industrial and agricultural production and 
tertiary industries, by doing all possible to increase 
commodity supplies, is to regulate the whole society's 
money supply (as the currency turnover rate does jot 
vary much under normal conditions, it can be regarded 
as a constant), so that it reflects the scale on which 
overall demand is suited to overall supply. 


The so-called money supply is the cash and account- 
transfer currency in the market. It is formed by banks 
through fund applications. As about 95 percent of bank 
fund applications are loans, it can be said that the money 
supply is formed through bank lending. Enterprises 
generally borrow from banks to pay for stock purchases, 
and the loans granted by banks for enterprise stock 
purchases very quickly turn into sales units’ product-sale 
funds. The product-sale funds acquired by sales units are 
then used to pay employee wages, all sorts of expenses, 
profits and taxes to state revenue, and for stock pur- 
chases with, except for some that form potential cur- 
rency, the rest being converted through transactions into 
cash and account transfer currency. So as long as the 
state emphasizes the key link of banks, controlling 
overall lending and the money supply, it can achieve its 
macroeconomic regulation and control ends. 


The fund activities of other sectors of the national 
economy can affect only the distribution and turnover 
rate of social currency, by either shifting it from one 
sector to another or accelerating or slowing the currency 
turnover rate, but cannot directly increase or reduce the 
money supply. This is also the case with fiscal revenue 
and expenditure. When revenue and expenditure is 
balanced (including balance achieved through the sale of 
bonds), fiscal revenue and expenditure comes from and 
is used for the society, affecting only the social currency 
turnover frequency, as well as redistributing the social 
money supply. However, when fiscal revenue and expen- 
diture produces surpluses or deficits that increase or 
decrease the social money supply, that is achieved either 
through increasing or decreasing fiscal deposits in banks 
or through borrowing and overdrawing from banks. In 
the final analysis, the impact of fiscal revenue and 
expenditure on the money supply is still realized through 
bank credit fund variation. 


Of course, this refers only to the overall source of the 
social money supply, certainly not to say that the impact 
of the economic activities of the non-banking sector 
(mostly the fiscal sector) on the money supply, and thus 
on overall social demand, is insignificant. On the con- 
trary, sectors, such as state revenue, in addition to being 
able to affect the currency turnover rate, can also use 
methods, such as spending beyond income, creating 
deficits, and arranging more basic construction projects, 
to force banks to make additional loans, increasing the 
money supply and expanding overall social demand. So 
the impact on overall demand of activities by sectors, 
such as state revenue, must absolutely not be overlooked. 
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While emphasizing the use of monetary policy to exer- 
cise macroeconomic regulation and control, the state 
must also establish coordination and restraint mecha- 
nisms among planning, banking, and finance, to enhance 
its comprehensive coordination of economic operations. 


lation and Control 
cy Means Will Require 


Ach Macroeconomic 


Through Monetary 
Certain Terms To Be Met 


Setting up a macroeconomic regulation and control 
system in which planning, finance, and banking are 
coordinated and monetary policy by banks is the major 
means, or shifting regulation and control from mostly 
administrative to mostly economic means, will require 
that the following terms be met: 


1. We need to set up a modern enterprise system, to 
enable state enterprises to become corporate entities that 
have operating autonomy, are responsible for their own 
profits and losses, and organize their production or 
operation according to market needs. This will allow 
both enterprise leaders and employees to pay particular 
attention to their operating results so that they can 
respond sensitively to economic macroeconomic regula- 
tion and control measures by conscientiously organizing 
and adjusting their production and operation according 
to state macroeconomic policy. 


2. We need to pave the way for the central bank to 
exercise an independent monetary policy. China’s 
money market is a centralized one, in which the yuan can 
circulate freely and without obstacle throughout the 
country, and in which a larger monetary investment by 
any region can affect the national money-flow status 
quo. Thus, to prevent unchecked starting of projects by 
localities, which would force the central bank to provide 
more money, sharpening inflation, our macroeconomic 
regulation and control authority, including monetary 
policy control authority, must be concentrated in the 
center. 


Some hold that we ought to devolve some macroeco- 
nomic regulation and control authority to local govern- 
ments, setting a clear division of labor between the 
center and localities, and practicing two-level macroeco- 
nomic regulation and control. This merits discussion. 
Those who hold this view probably understand macro- 
economic regulation and control as controlling the major 
matter of economic construction, believing that it should 
be not overcentralized, but rather appropriately decen- 
tralized to stimulate the initiative of all areas. In fact, 
macroeconomic regulation and control is an economic 
concept with a specific meaning, being an overall regu- 
lation and control. Its regulation and control target is 
overall social supply and demand, with its regulation and 
control aim being an attempt to achieve an overall 
balance of demand with supply. So macroeconomic 
regulation and control policies and measures can only be 
formulated, organized, and enforced directly by the 
central government. If we allowed all places and sectors 
to become their own units for exercising regulation and 
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control, making their own money supply decisions, it 
would be impossible to balance our whole society's 
overall supply and demand, and difficult to prevent 
inflation. 


Might the uniform exercise of macroeconomic regula- 
tion and control concentrated in the center affect local 
economic development? This would be absolutely 
impossible, and we must not confuse macroeconomic 
regulation and control with the former planned manage- 
ment. We must not worry that the mere mention of 
tighter macroeconomic regulation and control concen- 
trated in the center might mean restricted microeco- 
nomic activity. In fact, macroeconomic regulation and 
control differs sharply from the past planned manage- 
ment, which directly restrained microeconomic activity, 
with the more planning, the more restraint on and the 
harder to stimulate the economy. On the other hand, 
macroeconomic regulation and control mainly regulates 
and controls overall social supply and demand, com- 
pletely deregulating the economic activities of individual 
enterprises to market regulation. Tighter macroeco- 
nomic regulation and control ensures currency stability 
to give enterprises full play to grow faster, by clearing the 
way and setting the stage. One of the reasons that the 
“Resolution” provides for macroeconomic regulation 
and control authority to be concentrated in the center is 
to promote microeconomic activity. If we allowed all 
regions and sectors to share in macroeconomic regula- 
tion and control authority, to practice two- or multi-level 
regulation and control that would micromanage macro- 
economic regulation and control, certain defects of our 
past planned management might reappear in such micro- 
managed macroeconomic regulation and control. 


3. We need to establish an appropriate banking system. 
While banks shoulder the key macroeconomic regulation 
and control responsibility, our banking system still con- 
tains certain problems that keep it from adapting to 
needs. |. Our central bank is liable for too many specific 
matters, making it hard for it to focus more efforts on 
controlling monetary policy. 2. All specialized banks 
handie both ordinary banking business and policy- 
related matters, making it impossible for them to be 
genuine enterprises. This keeps the banking industry 
from further invigoration, while making it impossible for 
the central bank to exercise macroeconomic regulation 
and control through economic means. Economic means 
of regulation and control is using a method that can 
influence the economic interests of all financial institu- 
tions and enterprises, to guide financial institutions and 
thus enterprises to operate their business activities 
according to state macroeconomic policy demands. As 
all large banks have not yet become genuine enterprises, 
not emphasizing evaluation of profits, it would be bound 
to be impossible for the central bank to achieve the 
desired results from exercising macroeconomic regula- 
tion and control through economic means. 3. As eco- 
nomic leverage, such as interest and exchange rates, is 
still not invigorated, bringing the impact of monetary 
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policy into full play to tighten macroeconomic regulation 
and control will necessitate intensified reform of our 
banking system: 


—We need to set up a policy bank as quickly as possible 
to specially handle the ordinary banking business 
handled by the central bank and the policy-related 
matters handled by specialized banks that require 
direct government regulation and control. Once spe- 
cialized banks separate out policy-related matters; 
they will gradually convert to commercial banks. In 
addition, we could also reestablish in an organized 
way a few national or regional commercial banks, 
including shareholding-system banks. But all commer- 
cial banks must practice assets, liability, and ratio 
management and risk control. 


—We need to better develop our money markets. We 
need not only to increase our securities trade turnover, 
but also to commercialize the credit funds of commer- 
cial banks and other financial institutions. All mone- 
tary funds, except for policy bank loans, must be 
turned into commodities to operate according to the 
fund for commodity exchange principle. 


—We need to deregulate banking interest rates in a 
controlled way. Based on the spirit of the decision by 
the Third Plenary Session of the 14th CPC Central 
Committee, the central bank in the future will set only 
benchmark interest rates based on fund supply and 
demand, while commercial bank interest rates can 
float freely within a range around the benchmark 
rates. Within these limits, commercial banks and 
other financial institutions will have the authority to 
freely decide their own deposit and loan interest rates. 
We also need to reform our foreign exchange control 
system by establishing a market-based and controlled 
floating exchange rate system and a foreign exchange 
market with uniform standards, in order to gradually 
turn the yuan into a convertible currency. 


Once these terms are met, the central bank will be able to 
basically use economic means to effect monetary policy, 
the state will be able to establish macroeconomic regu- 
lation and control forces that control effectively while 
contributing to microeconomic invigoration, and our 
socialist market economy will be able to grow steadily, 
quickly, and soundly. 


State Asset Losses 100 Million Yuan Daily 


94CE0253A Beijing JINRONG SHIBAO in Chinese 
16 Dec 93 p 4 


[Article based on a report in NANFANG ZHOUMO 
(SOUTHERN WEEKEND): “State Asset Losses 
Amount to 100 Million Yuan a Day”] 


[Text] Our switch from the old to the new system, in 
which our state assets management organs are incom- 
plete and divided, has left our state assets in an awkward 
plight of “all managing them, but no one being liable for 
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them.” Our current management sector's lack of respon- 
sibility and authority has created a situation in which 
state assets suffer from ineffective oversight and severe 
losses. Authoritative figures conservatively estimate that 
our state asset losses are averaging 100 million yuan a 
day. 


Property Rights Adjustments Have Devalued State 


While international practice requires assets appraisals 
before enterprises set up joint or contractual joint ven- 
tures, project appraisals were conducted for only a little 
over 2,100 of the up to 10,000 Sino-foreign joint and 
contractual joint ventures by state enterprises approved 
by the pertinent sector in 1992, leaving nearly 8,000 to 
be set up without assets appraisals. 


Investigation shows that in the over 2,000 enterprises for 
which project appraisals were conducted, the assets 
appreciation rate averaged a high of 75 percent. Pro- 
jecting from this, state asset losses for the 8,000 enter- 
prises that were not appraised topped 30 billion yuan. 


Many enterprises either do not conduct assets appraisals 
or deliberately undervalue assets in the course of setting 
up joint or contractual joint ventures, which is due 
largely to local administrative interference. 


In the conversion to the shareholding system, arbitrarily 
undervaluing or essentially not appraising state assets 
creates a quite severe situation of differing profits for 
similar shares among state shares and other share types. 
Some regions provide individual and corporate shares 
with matching and gift shares, while certainly not 
granting such rights to state shares. The data for 1992, 
excluding state shares that were not listed, show state- 
share returns losses reaching 300 million yuan. 


In the contracting and leasing process, nonstandard 
actions of contractors and leaseholders also create a loss 
of state assets. 


Unclear Property Rights Have Left Small Fish Eating 
From the Big One 


When state enterprises first set up so many collective 
enterprises to resolve the matter of jobs for dependents, 
this was actually a case of state enterprises giving state 
assets to collective enterprises as free gifts, with the 
returns going to collective enterprise ownership. But 
while setting up these collective enterprises undoubtedly 
resolved the jobs difficulties, the loser was certainly the 
state as to who invested and who benefited. 


Administrative institutions taking over state assets free 
of charge to set up tertiary industries and create earnings 
has also gobbled up state assets to varying degrees. 


Arbitrary fundraising and apportionment have also cre- 
ated a great loss of state assets. The list of arbitrary 
apportionments against enterprises can reach up to 100 
items, including a host of charges by the center, locali- 
ties, and even neighborhoods, causing enterprises 
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unspeakable problems. In recent years, up to 10 billion 
yuan a year of state assets have been lost through such 
apportionment. 


State enterprise oversight is ineffective, with unclear 
property rights, all units indulging in their own wishful 
thinking, and profits being seized where seen, resulting 
in all eating off of the state’s “big fish.” 


Enterprise Losses: The Black Hole of State Assets 


State enterprise losses represent a severe problem in 
China’s economic activities that has never been solved. 
The data from investigations by pertinent sectors shows 
that by the end of 1991, budgeted state enterprise losses 
throughout China had topped 100 billion yuan, which 
when added to the 104.5 billion yuan in accumulated 
enterprise bad debts and the 50 billion yuan in hidden 
losses, probably topped 250 billion yuan. 


In addition to state industrial enterprises, state commer- 
cial enterprise losses are also severe. In 1991, state 
commercial and supply and marketing cooperative 
enterprises sustained losses of 31.972 billion yuan. And 
while foreign trade enterprises cut their losses somewhat 
through foreign trade system reform, they still sustained 
a record 11.97 billion yuan in losses in 1992. 


This sharp increase in enterprise losses has severely 
eroded state assets, with such erosion being most severe 
due to hidden losses. In 1992, our budgeted state indus- 
trial enterprise fixed assets net value was less than 800 
billion yuan, which considering hidden losses of 50 
billion yuan, gave us an asset loss of 6.25 percent. If we 
let such an abnormal situation continue, some state 
assets will be faced with the danger of being eaten up 
entirely. 


What is incomprehensible is that enterprises are sus- 
taining severe losses on one hand, while great waste 
exists on the other. As much as 70-80 percent of the 
banqueting at restaurants and hotels is entertainment at 
public expense. Concerned parties estimate that at least 
one-third of the 80 billion yuan so banqueted away in 
1992 was illegal. 


Resource-type state assets have also been sharply dam- 
aged through illegal operation and leased management, 
with severe losses. Illegal land transactions alone cause 
the state losses of over 10 billion yuan in income a year; 
whole mineral veins are regularly destroyed by illegal 
mining of particular sections; and the arbitrary stripping 
of forests seems even more unstoppable. 


Thus, tightening state asset oversight is of great urgency. 
It has been disclosed that the pertinent State Council 
departments are now drawing up regulations on tight- 
ening state asset oversight. 
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INDUSTRY 


Review of Liaoning’s Development Zones 


94CE0182A Shenyang LIAONING RIBAO in Chinese 
25 Nov 93 pp 1, 2 


{Article by Correspondent Tao Jie (7118 2638): “Review 
of the Development of Five Major High and New 
Technology Industrial Development Zones”} 


[Text] An Uncommonly Good Start in Trying Hard To 
Catch Up 


In 1984, the CPC Central Committee drew up a plan to 
meet the challenges and the opportunities that the new 
technological revolution poses. In 1985, the Central 
Committee proposed the nationwide selection of various 
knowledge-intensive areas and adopted special policies 
for the step-by-step formation of new technology indus- 
trial development zones, each having different charac- 
teristics. Thereafier, new and high technology industrial 
development zones such as Jiechunfeng developed 
quickly. Today the country has 52 national-level new 
and high technology industrial development zones and 
37 province level high and new technology industry 
development zones. 


Liaoning Province, which possesses a strong industrial 
base, scientific and technical forces, and a multitude of 
institutions of higher education, has not shirked its 
responsibilities. One after another, three high and new 
technology industry development zones in Shenyang, 
Dalian, and Anshan have joined the “national team,” 
and two province-level teams have been founded, one at 
Jinzhou, and the other at Liaoyang. The Nanhu Science 
and Technology Development Zone in Shenyang also 
became one of the five new and high technology devel- 
opment zones that the State Science and Technology 
Commission and State Commission for Restructuring of 
the Economic System designated test areas for compre- 
hensive reform. 


“First, sound a clarion call from the heights for an 
advance in a blaze of color.” A large number of the 
province's scientific and technical personnel left 
research institutes, institutions of higher education, or 
large and mediumsized enterprises to found mew and 
high technology enterprises in scientific and technical 
development zones. These zones turned into commodi- 
ties what had formerly been called “samples” or “exhib- 
its.” Incomplete statistics show the founding of more 
than 1,200 high and new technology enterprises in the 
province's five technology development zones, and more 
than 630 high and new technology projects represented 
by Jinzhou’s far infra-red technology, Liaoyang's 
gihuamei [1477 0553 5326] technology, Anshan’s static 
electricity technology, Dalian’s hollow fiber super mem- 
brane technology, and Shenyang’s bar code technology 
have entered domestic and foreign markets one after 
an for the preliminary creation of an output value 
of han 15 billion yuan. Within the short period of 
s, Shenyang’s Nanhu Science and Technology 
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Zone, which got off to the earliest start, has seen the 
founding of 25 enterprises making earnings of more than 
10 million yuan, and 126 enterprises making more than 
1 million yuan from scientific industrial commodities. 
They have also developed a number of products having 
an annual output value of more than 100 million yuan 
including bar codes, heavy fire retarding steel wire cable 
conveyor belts, and dansheng hubao ye [6130 3932 6233 
1405 3210). 


Like the Eight Immortals Crossing the Sea, Each 
Showing Special Prowess 


Making the most of each region’s advantages to shape a 
distinctive economy is the outstanding feature of the 
province’s five major science and technology develop- 
ment zones. This embodies the party’s ideological line of 
seeking truth in facts, and it is also in keeping with the 
development of a socialist market economy. 


Liaoyang is neither along the coast nor along the frontier, 
much less does it have the political, economic, and 
scientific and technical forces available in large cities; 
nevertheless, the municipal CPC committee and munic- 
ipal government recognized the cities’ special character 
and seized opportunities tenaciously. First, Liaoyang 
began work on three major projects for which the State 
Council had approved a total investment of 13 billion 
yuan, namely the second phase of the Liaoning chemical 
project, the Qingyang MDI project, and the Liaoning 
linen and polyester project. It coordinated construction 
of the three projects, which will bring a large amount of 
high and new technology and products into Liaoyang. 
It’s digestion and absorption of advanced technology, 
and its in-depth development of new products have 
become a major advantage for Liaoyang. In this connec- 
tion, the Liaoyang high and new technology industry 
development zone established the principle of taking the 
chemical industry, chemical fibers, and plastics as the 
three main industries to be developed. 


Jinzhou City did not attempt across-the-board develop- 
ment. It concentrated its energies on the building of high 
and new technology industrial parks in an effort to make 
them into new growth points for the whole city’s eco- 
nomic development. It developed leading edge forward 
positions for new and high technology industries. Cur- 
rently, a large number of high level technical products, 
including membrane separation technology, quma [2575 
7456] multiple analgesia, and titanium dioxide powder 
technology have been brought to fruition in the science 
and technology parks. 


The steel capital, Anshan, has abundant natural 
resources. It has one-fourth of the country’s recoverable 
iron ore reserves, and one-fourth the world’s magnesite 
reserves. Its talc and soap stone are renowned in China 
and abroad. The Anshan Iron and Steel Corporation has 
an annual 8 million tons aggregate production capacity. 
Therefore, the Anshan high and new technology industry 
development zone will make new materials, new energy, 
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and high performance energy saving technology, auto- 
mation technology, electronic information technology, 
biotechnology, environmental protection, and static 
electricity technology its six major technological areas 
for priority development. 


The Qixianling Industrialized Base in Dalian’s high and 
new technology industrial zone is the city’s key develop- 
ment project. Since the famed Dalian Economic and 
Technology Development Zone is located in the city, 
projects coming into the base start from a higher 
threshold. Using an overall development strategy of 
building a “northern Hong Kong,” the park administra- 
tion decided during 1993 to attract both domestic and 
foreign high and new technology by expanding its 
opening to the outside world in order to make major 
breakthroughs in the technical fields of electronic infor- 
mation, electromechanical integration, new materials, 
high performance energy conservation, and on environ- 
mental, maritime, and biological projects. It is making 
an effort to achieve within five to 10 years the formation 
of an industrial system that is distinctive to that city and 
at a substantial scale. 


The Nanhu Science and Technology Development Zone 
in Shenyang has become outstanding among develop- 
ment zones nationwide. The development zone empha- 
sizes major high and new technology fields including 
electronics and information, electromechanical integra- 
tion, biology projects, new materials, energy and envi- 
ronmental protection. It has already developed more 
than 2,000 high and new technology achievements that 
have spawned 1,113 high and new technology enter- 
prises. Gross earnings realized from technology, 
industry, and trade total more than 3 billion yuan; high 
and new technology projects have an output value of 2 
billion yuan; and profits and taxes amount to 470 
million yuan. It has created more than $20 million in 
foreign exchange. The software center headed by 38 year 
old Professor Liu Jiren [0491 4480 0088] of Northeast 
University’s science park enjoys a reputation in the 
American and Japanese market. The bar code series 
products developed under the aegis of the 38 year old 
Zhu Junying [2612 0193 5391], a high level engineer at 
the Shenyang Engineering Institute, now hold 70 percent 
of the domestic market. By comparison with the other 
four zones, the Nanhu Science and Technology Devel- 
opment Zone plays more the part of a locomotive for the 
transformation of traditional industries. The develop- 
ment zone has successfully created a “diffusion butt joint 
project,” a “‘galloping-dragon changing-into-a-bird 
project” and a‘“single plant single role” project. In this 
way, the development zone has transformed more than 
3,000 different traditional technologies producing | bil- 
lion yuan in economic returns. 


Seizes Opportunities To Create Splendor 


The high and new technology development zones not 
only possess policy advantages, but skilled manpower 
and technology advantages as well. In addition, the 
investment environment is being constantly improved, 
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procedures simplified, and publicity increased. Conse- 
quently, foreign traders flock to the province’s five large 
science and technology industry development zones, and 
invest enthusiastically. Today, 157 foreign trader-owned 
enterprises are operating in Shenyang’s Nanhu Science 
and Technology Development Zone, 85 percent of them 
high technology, high return, high foreign exchange 
earning projects. Foreign-owned enterprises account for 
14.2 percent of all enterprises in the Nanhu Science and 
Technology Development Zone. They also account for 
35 percent of the development zone’s output value, as 
well as for more than 75 percent of its export foreign 
exchange earnings. 


While the science and technology industry development 
zone is expanding, during the first half of 1993 the 
central authorities increased macroeconomic regulation 
and control, and the State Council also issued a notice on 
taking a hard look at all development zones. How to 
regard the situation being faced is of crucial importance. 
Not long ago, leaders from the departments concerned in 
the State Science and Technology Commission and prin- 
cipal leaders from the provincial science and technology 
commission headed a group made up of science and 
technology directors in Shenyang, Dalian, Anshan, Jin- 
zhou, and Liaoyang, as well as directors from the science 
and technology industry development zone, which vis- 
ited the science and technology industrial development 
zones in Jinzhou, Shenyang, Liaoyang, and Anshan to 
hear reports and hold panel discussions. 


Comrades attending the meetings unanimously agreed 
that the State Council notice made clear requirements 
for operating the zones, underscored the solemnity of 
national policy regulations, and abolished all develop- 
ment zones below the provincial level. This is another 
fist tightening move in the country’s economic develop- 
ment, concentrating material, financial, and, manpower 
resources. It is extremely beneficial to the development 
of both national and provincial level development zones. 
Opportunities are hard to come by. There can be no 
hesitation. We must move ahead vigorously. 


Comrades attending the meetings recognized that the 
technological foundation for all the province's industry 
was laid on the achievements of the last industrial 
revolution, and that Liaoning Province must carry out 
“the second creation” to restore its prowess. This means 
using new and high technology as the technological basis 
for the transformation of industry. Shenyang’s Nanhu 
Science and Technology Development Zone has been 
successful in doing this. All of the province's five large 
science and technology industrial development zones 
must become primary incubators of high and new tech- 
nologies for the transformation of traditional industries. 


It is heartening that the fine investment climate and the 
abundant intellect available in the province's high and 
new technology industry development zones have not 
only attracted numerous traders from the United States, 
Japan, Germany, and South Korea, but, more recently. 
The favor of many domestic financial institutions and 
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large enterprise blocs as well. This is because they have 
gradually become aware that the new and high tech- 
nology industry development zones are gestating 
“tomorrow’s sun.” 


Reportedly, it takes about 10 years for a science and 
technology industry development zone to become a 
success. Stanford University Science Park, which was 
founded during the 1950s, became “Silicon Valley” 
during the 1960s, and during the 1970s, it became the 
world-renowned “first international park.”’ The five 
major high and new technology industry development 
zones in Liaoning play a turnkey role in moving the 
urban area ahead in the plans of each city in which they 
are located. Another five to 10 years arduous struggle, 
and it will be the turn of the century. By that time, five 
new modern urban areas will have risen on the Liaodong 
Peninsula. What a magnificent sight that will be! 


Leading comrades in Shenyang, Anshan, and Jinzhou 
have the following ardent expectations of comrades in 
the science and technology industry development zones: 
Not all of the milhhons of workers, peasants, and others in 
these cities can go abroad, but they can go to the 
development zones. In going to the development zones, 
they can feel as though they are in Japan, Hong Kong, 
Singapore, or in developed countries of Europe and the 
United States. They will be able to see with their own 
eyes what economic development and modernization 
mean. 


We look forward enthusiastically to the early arrival of 
this day. 


Border Trade Problems, Poor Performance 
Reported 


New Border Trade Problems Surface 


94CE0228A Beijing JINGJI YANJIU [ECONOMIC 
RESEARCH] in Chinese No 10, 20 Oct 93 pp 67-70 


[Article by Yu Lixin (0060 4539 2450): “Current Prob- 
lems in China’s Border Trade and Remedies To Regulate 
and Control Them”] 


{Excerpts}! With the implementation of a strategy of 
opening the country’s borders and improving relations 
with nations along the country’s periphery since the 
advent of reform and opening up to the outside world, 
border trade and local trade have developed rapidly. 
Ministry of Foreign Trade and Economic Cooperation 
statistics show border trade amounting to only $13 
million during the beginning of reform and opening up 
to the outside world in 1980, $4 million of which was 
imports, and $9 million of which was exports. By 1992, 
however, China’s border trade figure reached $1.865 
billion, including $787 million worth of imports and 
$1.078 billion worth of exports. Within the short space 
of 12 years, border trade has shot up 142 fold. Today, 
China has 216 border trade points oper to the outside 
world, and 292 markets for trading among border peo- 
ples. With the steady rise in the amount of border trade, 
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China’s economic and technical cooperation, project 
contracting, labor cooperation, and investment with 
nations on its borders, including the Commonwealth of 
Independent States countries, Vietnam, North Korea, 
Mongolia, Burma, Laos, and Pakistan have developed 
across the board. This increasingly lively border trade, 
and external economic exchanges, have given extremely 
great impetus to the economic development of China’s 
border regions. It has expanded border region com- 
modity production and commodity exchange, thereby 
raising the standard of living of all border region nation- 
alities. In addition, China’s trade with border countries 
has produced mutual benefit for certain areas, the flow 
of key production elements affecting a rational alloca- 
tion of resources. This has not only widened the realm of 
China’s external economic relations and trade coopera- 
tion, and opened diversified markets, but it has also 
actively promoted the development of the countries 
concerned and the regional economies of South Asia, 
Northeast Asia, and Central Asia. 


Despite the rapid development of border trade, we must 
not overlook problems still remaining in China’s border 
trade that are in urgent need of solution through macro- 
econornic regulation and control measures. 


I. Major Problems Today in China’s Development of 
Border Trade 


A. “Appendage” businesses make for disarray in the 
operating order, which is detrimental to normal devel- 
opment of border trade. In recent years, China’s border 
trade has developed very rapidly, border trade adminis- 
tration and management system developing from 
scratch, and exhibiting different characteristics at each 
stage of development. Survey data show a lack of uni- 
formity in both the way that each of the border provinces 
and regions conduct border trade and in the border trade 
administration and management system. Several of the 
provinces and regions that began border trade ahead of 
the others adopted what is essentially a deregulated 
operating system. They used “appendage” business 
methods to encourage diverse economic components, 
various economic entities, and provincial and autono- 
mous region trade channels to join in the border trade. 
For example, nine corporations in Suifenhe, Heihe and 
Harbin in Heilongjiang Province enjoy the right to 
conduct border trade, and more than 5,000 companies 
that are appendages to these nine corporations also 
engage in the border trade. They include not only state- 
owned import-export companies, but also collectively 
owned, privately owned, and individually owned indus- 
trial and commercial companies. This produces a situa- 
tion in which anybody and everybody is involved in 
border trade. This was all right during the early period of 
implementation of the strategy of opening up the border 
to the outside world to encourage border area economies 
to make a major effort in border trade. Today, however, 
when China is in process of transformation of a com- 
modity economy system, and when the legal system is 
not yet completely developed, this kind of “appendage” 
form of border trade administration and management is 
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not in keeping with the objective climate for full-speed 
development of border trade. It also runs counter to the 
building of a socialist market economic enterprise 
system in which enterprises are responsible for their own 
operating decisions and for their own profits and losses. 
The consequences it occasions are: 1) Some “append- 
age”’ companies use border trade corporations’ right to 
engage in border trade to conclude deals with little 
regard for good faith. This causes problems. Eventually 
the border trade corporation receives the blame. This 
seriously disturbs the border trade operating order. 2) As 
a result of the lack of effective macroeconomic control, 
the involvement of numerous entities in importing and 
exporting merchandise, cut-throat competition, and 
each entity trying to undersell the other, an extremely 
serious Situation exists in export trade. Some appendage 
enterprises or individuals gain benefits at the expense of 
enterprises having the right to conduct border trade and 
the country. The sale price of Chinese products steadily 
declines. For example, one could formerly readily obtain 
2 tons of processed steel for | ton of granulated sugar, 
but only | ton is obtainable today. 


B. No macroeconomic regulation and control mecha- 
nism has been established to guide healthy development 
of border trade. Various economic, legal, and adminis- 
trative regulation and control measures have not been 
applied promptly. This impairs improvement of overall 
economic returns from border trade. Border trade is 
developing very rapidly now, but an overall macroeco- 
nomic regulation and control mechanism for prices, 
information services, law, Customs, commercial inspec- 
tions, technical supervision, and transportation is still 
lacking. Some local governments and departments do as 
they please, adopt a laissez-faire attitude, and practice 
blatant local protectionism. All these actions hurt the 
long-term development of China's border trade and the 
opening of markets in neighboring countries. For 
example, in recent years a substantial amount of farm 
machinery, including tractors and harvesters as well as 
motor vehicles and engineering machinery, have been 
imported from Russia through barter trade. Improper 
macroeconomic regulation and control measures, and 
laxity in licensing controls and Customs duties collec- 
tions resulted in this equipment being dumped in 
China’s domestic markets at lower than the international 
market prices. This delivered a serious blow to Chinese 
industries producing similar products, some of which 
went bankrupt or shifted to other lines of production in 
consequence. As another example, in June 1992 Russia 
revived its monopoly system for exports of strategic 
materials, designating specific foreign trading corpora- 
tions sole agents for the export of petroleum, fuels, 
charcoal, rare metals, steel pipes, and timber. Russia also 
expanded quota export commodities, increasing the 
quotas for non-ferrous metals and the raw materials 
from which they derive. It also hiked the barter trade 
export tariff rate 30 percent. On | January 1993, it raised 
it another 20 percent (i.e., to 50 percent). At the same 
time, it revived import duties. However, China did not 
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immediately adopt corresponding macroeconomic regu- 
lation and control measures to guide development of 
border trade in a healthy direction of mutual concessions 
for mutual benefit. 


C. Requisite agencies for the newly opened border entry 
and exit points, Customs, and commercial inspection 
have not been fully developed; staffing with supervisory 
and control personnel is not complete; and control is not 
strict. Consequently, some fake, fraudulent, counterfeit, 
and shoddy merchandise have been sent outside the 
country, thereby creating needless losses for border 
trade. Survey shows that no commercial inspection agen- 
cies have been set up for more than two-thirds of the 
commodities passing through the newly opened border 
points, and that 60 percent of the staffing of commercial 
inspection agencies has not been completed. A survey of 
more than 20 border trade points in Guangxi Province 
shows, for example, that aside from Pingxiang, 
Fangcheng, and Beihai, virtually no commercial inspec- 
tion agencies have been set up elsewhere. Consequently, 
only 55 percent of the merchandise exported through the 
border trading points nationwide are subjected to com- 
mercial inspection agency inspections. In some places, it 
is only 10 percent. This amounts to practically no 
inspection at all, which is an important reason that fake, 
fraudulent, counterfeit, and shoddy merchandise is able 
to sneak into the country. 


D. The incompleteness of laws and regulations governing 
local border trade, and the lack of judicial coordination 
with neighboring countries are detrimental to prompt 
resolution of border trade disputes. The “Commercial 
Inspection Code,” the “Regulations for Implementation 
of the Commercial Inspection Code,” and the “Customs 
Code,” that China has promulgated lack specific regula- 
tions for border trade, Customs, and commercial inspec- 
tion agencies supervision, control, and inspection activ- 
ities. They 40 not meet the needs of the new situation of 
opening of the borders during the 1990s. Second, no 
regulations exist for commercial inspection and customs 
supervision and control of things carried by individuals 
such as travelers and “profiteers.”” Loopholes exist in the 
application of laws. Furthermore, no bilateral judicial 
coordination exists between China and Russia, China 
and Vietnam, or China and Burma. This is also an 
important reason for the inability to resolve promptly 
cases involving the flow across the border of false, 
fraudulent, counterfeit, and shoddy merchandise, and 
trade disputes that occur. 


E. The other parties do not honor agreements very well, 
and foot dragging is a serious problem. Most contracts 
cannot be enforced; thus, China maintains a large trade 
surplus, which is detrimental to development of the 
border trade and to economic and technical cooperation. 
[passage omitted] 
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Guangxi-Vietnam Border Trade Slump 


94CE0228B Chongqing XINAN JINGJI RIBAO 
in Chinese 7 Nov 93 p 1 


[Article by Correspondent Hong Mei (4767 2734) and 
Reporter Yang Ming (2799 2494): “Prospect of a 
Rewarming of Sino-Vietnamese Border Trade, Closing 
the Back Door and Opening the Front Door”] 


[Text] Prospects at the moment are for a rewarming of 
chilly Sino-Vietnamese border trade. This is what Zhou 
Jiafa [0719 1367 4099], director of the Guangxi Auton- 
omous Region Border Trade Bureau said during an 
interview with the reporters several days ago. 


Border trade between China and Vietnam has cooled for 
some time, largely because Guangxi closed all its mari- 
time border trade cargo piers in July, thereby causing a 
great decrease in the volume of cargo crossing the 
border. In addition, Vietnam recently adopted a contain- 
ment policy toward border trade. 


First, since August, Vietnam has tremendously increased 
the tariff rate on imports from China. For example, the 
duty on diesel engines was increased nearly 10 fold, and 
the tariff on bicycles was raised from 60 percent to 150 
percent. 


Second, the Vietnamese authorities have strictly con- 
trolled the movement of goods and personnel. In the 
contested area of western Guangxi, border disputes 
escalated; consequently, border trade in places like Pakse 
fell 50 percent. In the Tonkin Gulf, pirate attacks on 
Chinese fishing ships also hurt border trade. 


During an inspection trip to the Tonkin Gulf in October 
1993, Deputy Premier Li Langing [2621 1526 3237] 
noted the need to develop barter trade with Vietnam 
under Customs supervision and control. While 
increasing crackdowns on smuggling, China should fur- 
ther develop border trade. It should close the back door 
and open the front door, selecting wharfs and opening 
maritime points of entry and exit at places where condi- 
tions are ripe to engage in border trade. Guangxi Prov- 
ince presently has four national level, and eight provin- 
cial and local level land points of entry and exit. It has 28 
border defense reciprocal marketing points. Depart- 
ments concerned plan to normalize Customs supervision 
and control at major provincial level cargo entry and exit 
points, including Shuikou, Aidian, Nongyao, and 
Puzhai. They will increase the number of cargo shipping 
wharves for border trade, opening them in turn as 
conditions warrant, thereby promoting development of 
Sino-Vietnamese border trade. 


Guangxi authorities concerned are currently working to 
create a fine climate for border trade, and they plan to 
use the advantage Guangxi has in neighboring Vietnam 
to focus on long-term increase in economic cooperation 
with Vietnam in the technical and financial fields. 
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Heilongjiang Border Trade Drops Off 


94CE0228C Harbin HEILONGJIANG RIBAO 
in Chinese 21 Oct 93 p 8 


[Article by correspondent Xun Hong (5424 1347): 
““Need For Pervasive Development of Border Trade™’] 


[Text] Heilongjiang Province’s border trade declined 
during the last half of 1993 after three consecutive years 
of tremendous increase, a grim situation occurring as the 
result of a sharp decline in trade volume and returns. 


Agencies and businesses throughout the province that 
are engaged in the border trade are facing the same 
question today, which is whether to languish in the 
present trough or to go in for pervasive development. 


The answer to this question lies, first of all, in how one 
regards border trade prospects. 


The drop off in border trade stems from many reasons. 
The province’s main border trade partner, Russia, is 
accelerating privatization and undergoing political tur- 
moil. Its laws are changing greatly, and the legal repre- 
sentatives of its business concerns are changing fre- 
quently. Consequently, trade contracts signed in the 
morning may change by nightfall, making the honoring 
of agreements difficult. Only 400 million of an 8 billion 
Swiss francs trade agreement signed at talks in Harbin 
during 1993 had been honored as of the end of Sep- 
tember. 


Channels for settling payments do not work well, thereby 
increasing trade risks. During recent years, Sino-Russian 
border trade has gradually changed from mostly barter 
trade to cash settlements, but since there are no banks in 
Russia that are able directly to accept spot cash settle- 
ments, Chinese concerns have to turn to a third country 
bank. Procedures are cumbersome, so frequently oppor- 
tunities to honor contracts are lost. 


Prices and Customs duties vary, making it difficult to 
predict trade profits and losses. During April and August 
1993, Russia twice increased tariffs by more than 10 
percentage points each time. Prices of some commodi- 
ties such as chemical fertilizers and trucks increased 
several fold. When they signed contracts for the impor- 
tation of sources of supply, the Chinese anticipated a 
substantial profit, but after the goods were delivered, 
they showed virtually no profit. 


Foreign trade problems are also directly related to the 
imperfect Russian infrastructure and lack of coordinated 
control. Poor transportation means low ability to move 
goods through entry and exit points, which results in 
serious cargo pile-ups. Every year approximately 300 
million Swiss francs worth of materials cannot be trans- 
ferred into or out of Russia. The damage done to the 
operating order is serious, and macroeconomic regula- 
tion and control lacks teeth. Currently the province has 
8,000 border trading companies, but fewer than | ,000 of 
them can move cargoes across the border. Furthermore, 
statistics show a more than 1.3 billion yuan shortage of 
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border trade funds provincewide. Some companies are 
operating at a loss, are unable to repay loans, and are 
unlikely to carry on. 


However, one cannot be pessimistic because of the above 
difficulties. Those who are well informed point out that 
the current predicament in border trade 1s an inevitable 
reflection of accumulated problems in going from a 
preliminary stage that was not normalized to pervasive 
normalized development. The problems are a temporary 
phenomenon that can be overcome through active 
efforts. Some units are already making genuine efforts in 
this regard, and some conditions are gradually changing. 
Reportedly, the provincial border trade bureau ts taking 
a hard look at companies commissioned to act as border 
trade agents to reduce their number from 8,000 to 
around 4,000. It has also decided on a one-year and a 
three-month training program for the rotational training 
within three years of all the trading company cadres in 
the province. By way of eliminating bottlenecks in Sino- 
Russian trade deliveries, the provincial border trade 
bureau may work with the railroad system in exercising 
uniform control over import and export shipments, and 
in coordinating planning to reduce pile-ups. Some com- 
panies are also preparing to set up joint transportation 
companies with the Russians. For example, the prov- 
ince’s external investment group 1s discussing arrange- 
ments for a marine transportation company with the 
Russian Ministry of Foreign Trade’s Cooperation 
Bureau. The investment group has submitted a ministe- 
rial level conference agenda for a Sino-Russian mixed 
commission, which has gained the serious attention and 
support of both the Chinese and Russian governments. It 
is being actively pursued. The banking and finance 
system is also considering the opening of settlement 
avenues, the Bank of China permitting use of the ren- 
minbi in making Sino-Russian border trade settlements. 
This would help narrow the Sino-Russian trade balance 
to the benefit of both parties. Some business are consid- 
ering opening cocperative venture banks in Russia that 
use the currencies of both countries in settlements. 
Russia is also putting border procedures in order, nor- 
malizing the administration of licenses and procedures 
for examining and approving travel from Russia in an 
effort to expand areas of cooperation. Russian officials 
in China have proposed starting with Chinese and Rus- 
sian products that complement each other, opening up 
unique areas of trade, and making an effort to win 
confidence in technical cooperation and imprevement of 
merchandise quality. 


Some experts warn that Sino-Russian trade 1s a long 
range matter in which it is necessary to proceed from 
realities, understand both parties’ national circum- 
stances and individual people's circumstances, economic 
development, and market needs. We must engage in 
trade in a steadfast and focused way, going from pure 
trade to economic and technical cooperation, resolutely 
overcoming deceptive and short-term behavior. Now ts 
the time for all border trade enterprises to adjust to 
circumstances, readjust their orientation, and concen- 
trate their entnes on pervasive development 








Commentator Hails China's New Civil Service 


94CE0233A Hong Kong TZU-CHING (BAUHINIA 
MAGAZINE] in Chinese No 11, 5 Now 93 pp 6-8 


[Article by Guest Commentator “Another Important 
Step in Strengthening Reform—Comments on the 
Implementation of a Civil Service System in China”) 


[Text] Since 14 August 1993, when the Chinese Govern- 
ment issued the “Temporary Regulations on a National 
Civil Service System,” and decided to formally imple- 
ment the system on | October 1993, the implementation 
of a civil service system in China has become a hot topic 
of public opinion overseas. Could the mainland civil 
service system really be implemented on schedule? Does 
the mainland have the fiscal ability to support the 
system? What are the special characteristics of the main- 
land civil service system? There are countless questions 
and discussions. This writer called on the relevant agen- 
cies responsible for implementing the civil service 
system in China to answer these questions. I will first lay 
out the views of the relevant authorities, in hopes of 
allowing our friends overseas to understand the strengths 
and weaknesses of the mainland’s civil service system. 


Deng Xiaopeng’s speechmaking on his inspection tour of 
the South in 1992 opened a new page in the history of 
reform in the mainland. At the end of that year, the 
leadership of the Chinese Government discussed and 
passed in principle a draft proposal submitted by the 
Ministry of Personnel on the implementation of a civil 
service system. In 1993, the relevant agencies launched 
even more enthusiastic publicity to hasten the legislative 
process on a civil service system and finally pushed 
through the “Temporary Regulations on a National Civil 
Service System.” When this regulation appeared in the 
headlines of the mass media, it indicated that the time 
was ripe for the implementation of a new personnel 
management system in national administrative organs 
and demonstrated that the mainland had increased the 
strength of the political system reform. 


What is the significance of China implementing a civil 
service system? Perhaps its like the often heard saying 
“an outsider can see more clearly.” The comments of 
some foreign analysts are quite insightful. One Western 
scholar says China is in the middle of a reform of basic 
systems. They understand that if the government does 
not reform the personnel system, it will not be possible to 
solidify the achievements of economic reform. How true 
this is. Chinese communist policy makers soberly recog- 
nize that to intensify the reform of the economic system, 
they must also proceed with corresponding reforms of 
the political system and must establish a scientific per- 
sonnel management system. The implementation of a 
civil service system is an important “move.” 


Some friends worry that with fiscal difficulties in the 
mainland, the government will not be able to muster 
enough capital to raise salaries for civil servants. It is 
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reassuring that the highest policy making regime in the 
mainland has made appropriate arrangements. 
According to disclosures, this salary increase for func- 
tionaries will be on a greater scale than any previous 
increase, to gradually correct the problem of relatively 
low wages for government workers. It was also decided 
that every agency and every area would begin calculating 
wages based on the new salary rates on | October 1993, 
regardless of when they complete the reform. 


Eight Years of Exceptionally Difficult Work 


The cadre personnel system currently in use in the 
mainland began during the war years and developed 
gradually after 1949. Workers in party and government 
organs, enterprise management personnel, scientific and 
technical personnel, teachers, doctors, performers, and 
athletes were all called “national cadres” and were 
managed in the same way. This type of management 
method is well-suited to a highly centralized and unified 
planned economy and served a positive function in the 
past. With reform, however, in the economic system and 
in the fields of science and technology, education, and 
culture, the traditional personnel system is less and less 
suited to the new circumstances and its drawbacks are 
more and more serious. Mainly, the concept of ‘national 
cadre” is too broad and lacks scientific categorization. 
The delineation of management authority is too central- 
ized, the management methods are antiquated and 
unvaried, and the personnel assignment system is not 
sound. As a result, talented individuals are not able to 
shine, and corrupt practices are difficult to avoid. As 
early as 1980, Deng Xiaopeng, the chief architect of 
opening and reform, raised the issue of reforming the 
personnel system. He called for the “courageous break- 
down of old conventions and of organization and per- 
sonnel systems not suited to reform’’; and the establish- 
ment of new systems for the election, admission by 
examination, appointment and removal, assessment, 
impeachment, rotation, tenure of office, administrative 
retirement, and retirement of cadres. In keeping with the 
arrangements made by the State Council, in 1984 the 
relevant agencies began drafting regulations on a 
national civil service system. In 1987, the | 3th National 
Party Congress of the Chinese Communist Party for- 
mally decided to implement a civil service system. In 
1989, the “Temporary Regulations on a National Civil 
Service System” were circulated nationwide for com- 
ment. In early 1990, all 29 provinces, autonomous 
regions, and directly ruled municipalities (with the 
exception of Taiwan) of the entire nation, 14 cities with 
individual plans, and 66 central government agencies 
submitted feedback to the Ministry of Personnel. At the 
14th National Party Congress of the Chinese Communist 
Party in October 1992, Jiang Zemin called for the 
“earliest implementation of a national civil service 
system.” After eight years, the “Temporary Regulations 
on a National Civil Service System” have finally 
emerged, fusing together the painstaking efforts of 
numerous people. 
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To test the feasibility of the ““Temporary Regulations on 
a National Civil Service System” and to seek experience 
with the implementation of the civil service system, in 
early 1989, six organizations including the State 
Auditing Administration, the General Administration of 
Customs, the State Statistical Bureau, the National Envi- 
ronmental Protection Agency, the State Tax Bureau, and 
the State Administration of Building Materials were 
designated as pilot agencies for the new system. In 1990, 
Harbin, a city in the North and Shenzhen, one in the 
South, were also selected as pilot locations. During the 
past five years, the pilot locations have produced laud- 
able results. The main indicators are: 


Government organs have once again become a priority 
choice for people seeking employment. The civil service 
system hires personnel via public examinations for those 
seeking to enter government organs. Just this provision 
alone touches the hearts of young people in their prime. 
They are clearly aware that life in a government organ is 
spartan but they still list employment in a government 
organ as a priority choice. From 1989 to 1991, six 
government agencies under the State Council held three 
examinations to recruit staff to fill gaps in non- 
leadership positions. A total of 4,585 registered for the 
examinations to fill 401 positions. After a written exam- 
ination, oral examination, physical examination, and 
assessment, 327 people were hired. The ratio of exami- 
nation registrants to hirees was as high as 14.7 to 1. The 
layers of government are the nerve system of the nation. 
A nerve system must be of top quality in order for the 
nation it leads to have top quality administrative effi- 
ciency, top quality economic benefits and top quality 
labor productivity. 


The system also promotes the development of honest 
government in government organs. Certain policy errors 
committed in the past by government organs were, no 
doubt, related to the thinking and work style of officials, 
but the organization system and work system were also 
important factors. The hiring system for civil servants 
can overcome unhealthy practices in personnel assign- 
ments. The systems of assessment, discipline, and 
rewards and penalties can inspire cadres to actively seek 
self-improvement. The anti-nepotism system can avoid 
the detrimental effects of family relationships and inter- 
personal relationships. The top leadership at the State 
Statistical Bureau led the way on eliminating nepotism 
in work assignments and transferred relatives of two of 
the Bureau’s Assistant Directors out of the Bureau. The 
customs system implemented anti-nepotism in official 
duties. When workers are carrying out official duties 
which involve a relative, they must voluntarily explain 
and practice avoidance. The National Environmental 
Protection Agency had planned to add 30 personnel 
before entering the pilot program. As soon as the word 
was out, the officials in charge received over 200 letters 
seeking favors on behalf of others, thus creating much 
difficulty for this effort. In 1989 and 1990 this agency 
held two public examinations to recruit personnel and 
not a single person asked for favors. 
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The system enhanced the vigor of the cadre ranks. In 
carrying Out the civil service system, the pilot units and 
pilot cities broke through the long-standing practice of 
cadres winning promotion but never demotion and 
entering but never exiting the system. Within their 
authorized hiring limitations, the six pilot agencies chose 
a total of over 300 superior individuals. Among these, 
most were from enterprise and commercial units. Due to 
the intense competition, the newly hired personnel usu- 
ally have superior political and substantive qualifica- 
tions and the distribution of ages and fields of expertise 
are also more reasonable. After being hired, they quickly 
fill positions and quite a few have become key workers. 
In keeping with the regulations in the civil service system 
on promotion and demotion, the pilot units promoted 
superior civil servants and demoted, relieved of duties, 
dismissed or transferred out the small minority of civil 
servants who did not perform well. Because there is a 
law, references, and procedures, promotion and demo- 
tion is all done smoothly. Everyone feels that there is a 
future and value in working in a government organiza- 
tion but they also feel the pressure where “public meals 
are not that easy to eat.” The mainland’s civil service 
system, is not only developed out of China’s national 
characteristics as a bold new creation, but also borrows 
from advantageous methods used by foreign nation’s 
personnel management systems, which reflect modern 
personnel management patterns. It really is a system 
which is suited for the socialist market economy system 
and will gradually develop into a scientific, legalized 
system of government organization personnel manage- 
ment. Its main characteristics are: 


One is that it reflects the principle of differentiated 
management. The national civil service system is prima- 
rily used in government organizations and is different 
from the personnel management system used in enter- 
prise and commercial units. This is a change from the 
previous method of using a single model for manage- 
ment. 


Two is that it includes scientific mechanisms for encour- 
aging competition. The hiring method for functionaries 
uses public examinations, with strict testing and hiring 
of only the best candidates. The system uses procedures 
prescribed by the law to assess civil servants and to use 
the assessment results as the primary basis for awards 
and penalties, promotions and demotions. 


Three is that it includes mechanisms for normal turn- 
over of employees. These include normal retirement, 
exchanges, appointments, maximum age limits on 
tenure of office, resignations, and relief of duties. Civil 
servants can enter and leave the system and the civil 
service ranks will remain full of vitality. 


Four is that it has mechanisms for guaranteeing diligent 
and honest government. Diligent and honest govern- 
ment is a fundamental requirement for civil servants and 
is a constant thread in a civil service’s obligations and 
rights, discipline, hiring, promotions, assessments 
awards and penalties and other systems and stages. At 
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the same time there are nepotism and other specific 
regulations which also promote honesty and self- 
discipline in civil servants. 


Five is that it is a complete system of laws and regula- 
tions. The “Temporary Regulations on a National Civil 
Service System” is the general law on the civil service 
system. The Ministry of Personnel and other agencies 
under the State Council have already, or are in the 
process of, formulating individual laws and regulations 
and implementation rules to form a more complete 
system of laws and regulations and provide a legal basis 
for civil service management. Some overseas friends 
mistakenly believe that the civil service system which 
China is now implementing is similar to the civil service 
system in western countries. Actually this is a great 
misunderstanding. The mainland’s civil service system 
adheres firmly to that which suits China’s national 
characteristics and China’s special style. It continues’ 4 
carries forward well the Chinese government's expe. :- 
ence and tradition of effective cadre management, and it 
has basic differences with the West's civil service system. 
A contrast of the similarities between the Chinese and 
foreign civil service systems can best explain the issue. 
The laws and regulations in England and the United 
States on the promotion of civil servants are closely 
linked to work quality, quantity and ability. The regula- 
tions in the mainland’s “Temporary Regulations on a 
National Civil Service System” not only include the 
above elements but also adhere to specific requirements 
for individuals to have both ability and integrity and that 
people be appointed on their merits. 


Now, China has the “Temporary Regulations on a 
National Civil Service System” which suits China’s 
national situation, five years of pilot project experience, 
and many individual systems which are practical, clearly 
focused, and very operable (such as hiring by examina- 
tion, anti-nepotism, and others which are already in use 
throughout the nation). There is a group of backbone 
elements from the top to the bottom. It is especially true 
that with the support of the highest leadership of the 
Chinese Government and of the masses of the mainland, 
the implementation of the civil service system in the 
mainland had several advantageous conditions. Thus, 
one can believe that from | October 1993, with organi- 
zation reform as a foundation, in three years or a little 
more time, the civil service system will be basically 
established in the entire country, and later it will gradu- 
ally be perfected. This clearly can be accomplished. 


In his speech during his inspection tour of the South in 
the Spring of 1992, Deng Xiaopeng said “Whether 
China’s affairs will be handled well, whether socialist 
reform and opening up can be maintained, whether the 
economy can be developed quickly, and whether the 
nation can live for a long time in peace, in a certain sense 
the key is people.” The implementation of a civil service 
system in China has grasped this key concept at a 
fundamental level. The strengthening of this reform 
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action has important practical and historical significance 
in the establishment of socialism with Chinese charac- 
teristics. 


AGRICULTURE 


State Adjusts Tobacco Policy, Prices 


Commission Proposes Policy 


94CE0204A Beijing ZHONGGUO WUJIA [PRICES IN 
CHINA] in Chinese No 10, Oct 93 pp 42-43 


[Report: “Plan Put Forth by the State Economics and 
Trade Commission for Implementing the Adjusted Eco- 
nomic Policy on Tobacco”’} 


[Text] In line with the demands of the “State Council 
Circular on Further Tightening the Monopoly Control 
Over Tobacco” (State Document No 7 [1993)), the State 
Economics and Trade Commission conducted a fact- 
finding study in conjunction with departments, such as 
the State Planning Commission (including the former 
State Pricing Bureau), the Ministry of Finance, the State 
Administration of Taxation, the State Technology 
Supervision Administration, and the State Tobacco 
Monopoly Bureau, in the six provinces of Yunnan, 
Guizhou, Hunan, Shandong, Fujian, and Henan on the 
matters of how to effectively control the unchecked 
tobacco-production momentum and adjust economic 
policy on tobacco, putting forth a plan for implementing 
the adjusted economic policy on tobacco, the specific 
substance of which is as follows: 


I. The Principles of the Adjusted Economic Policy on 
Tobacco 


The adjusted economic policy on tobacco will be suited 
to our socialist market economy development, by giving 
consideration to the interests of the three parties of 
tobacco farmers, local governments, and tobacco enter- 
prises, in order to ensure that the real income of peasants 
for a normal harvest year does not drop, and to essen- 
tially maintain the existing tobacco-product tax level, 
while basically not raising cigarette-enterprise produc- 
tion costs. 


Il. Strict Control of Tobacco Production 


To control unchecked tobacco production, all provinces 
and autonomous regions, when purchasing tobacco, will 
conscientiously implement the provisions in the State 
Council National Document No 7 (1993) on “all taxes 
on tobacco exceeding state planned procurement being 
paid into Central revenues, and the purchasing prices of 
tobacco sold to the state that exceeds plans or is 
unplanned floating downward 20 percent,” with taxes on 
all tobacco that exceeds state-assigned annual procure- 
ment plans being calculated according to the average tax 
per dan (50 kg) of flue-cured tobacco for the year in the 
province (autonomous region), and paid into Central 
revenues. When arranging particular procurement plans, 
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we will implement the principle of supporting excellence, 
in order to gradually cut back on the area planted to 
tobacco that is not suited to tobacco cultivation. 


III. Adjusted Tobacco Procurement Prices 


As flue-cured tobacco standards are now in a stage of 
transition from 15 to 40 grades and, in line with the 
principles of market demand and price based on quality, 
tobacco procurement prices are correspondingly 
adjusted to the two separate flue-cured tobacco stan- 
dards of 15 and 40 grades (See attachments | and 2). The 
former state-set tobacco production support charge will 
be incorporated into the tobacco procurement price. 


IV. The Adjusted Tobacco Product Tax Rate 


The tobacco-product tax rate is based on the adjusted 
tobacco-procurement price, being lowered from 38 per- 
cent to 31 percent in line with the principle of essentially 
maintaining the current tobacco-tax level. The Ministry 
of Finance and the State Administration of Taxation will 
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draw up the particular regulations on the adjustment of 
taxpayment links. 


V. Deregulated Tobacco Allocation Prices 


In line with the needs of establishing a socialist market 
economy and based on our current realities, we are 
deregulating tobacco-allocation prices. The specific 
means of application will be drawn up by the pertinent 
commercial department of the State Tobacco Monopoly 
Bureau. 


These regulations will take effect for 1993's new tobacco 
listings, with white-rib tobacco, perfume tobacco, and 
sun-cured tobacco implementing the adjusted plan for 
flue-cured tobacco. As Guangdong, Guangxi, Fujian, 
and Jiangxi province (autonomous region) tobacco is in 
the latter stage of procurement, the respective provincial 
(autonomous regional) People’s Governments will 
decide whether these provinces (autonomous region) will 
implement in 1993 the new flue-cured tobacco procure- 
ment prices and tobacco product tax rate. 





1993 Procurement Prices for 40-Grade Flue-Cured Tobacco 

































































Grade Code Name Price (Yuan Per Grade Code Name Price (Yuan Per 
Dan) Dan) 
Medium Orange | CIF 340.00 Top Red 2 B2R 130.00 
Medium Orange 2 C2F 285.00 Top Red 3 B3R 90.00 
Medium Orange 3 C3F 225.00 Full Cured 2 H2F 170.00 
Medium Lemon | CIL 300.00 Low Light Green 2 X2V 110.00 
Medium Lemon 2 C2L 240.00 Medium Light Green 3 C3V 170.00 
Top Orange |! BIF 280.00 Top Light Green 2 B2V 130.00 
Top Orange 2 B2F 220.00 Top Light Green 3 B3V 190.00 
Top Lemon |! BIL 200.00 Smooth | Si 100.00 
Top Red |! BIR 180.00 Top Lemon 4 B4L 69.00 
Full Cured | HIF 230.00 Low Lemon 3 X3L 95.00 
Low Orange | XIF 200.00 Low Lemon 4 X4L 60.00) 
Medium Lemon 3 C3L 180.00 Low Orange 4 X4F 70.00 
Low Orange 2 X2F 160.00 Smooth 2 $2 60.00 
Low Orange 3 X3F 120.00 Medium-Low Mixed | CXIK 80.00 
Low Lemon | XIL 165.00 Medium-Low Mixed 2 CX2K $0.00 
Low Lemon 2 X2L 130.00 Top Mixed | BIK 85.00 
Top Orange 3 B3F 150.00 Top Mixed 2 B2K 60.00 
Top Orange 4 B4F 100.00 Green Yellow | GY! $0.00 
Top Lemon 2 B2L 130.00 Top Mixed 3 BIK 40.00 
Top Lemon 3 B3L 90.00 Green Yellow 2 GY2 20.00 
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Appendix 2 





1993 Procurement Prices for 15-Grade Flue-Cured 
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issued, with Farm Price Document No 166 (1990) issued 
by the former State Pricing Bureau and the State 
Tobacco Monopoly Bureau being annuled at the same 
time. 



















































































Tobacco 
Grade Price (Yuan Grade Price (Yuan Appendix 1 
Per Dan) Per Dan) 

es — — de 1993 White-Rib Tobacco Procurement Price List 

Medium 2 260.00 Top 4 60.00 Price (Yuan ror Price (Yuan 

Medium 3 190.00 Top 5 20.00 Per Dan) Per Dan) 

Medium 4 130.00 Green | 60.00 Medium | 255.00 Top | 190.00 

Medium 5 65.00 Green 2 20.00 Medium 2 210.00 Top 2 140.00 

Medium 6 35.00 Green 3 8.00 Medium 3 160.00 Top 3 100.00 

Top | 230.00 End Grade 5.00 Medium 4 120.00 Top 4 55.00 

Top 2 165.00 Medium 5 65.00 Top 5 30.00 
Medium 6 40.00 End Grade 15.00 

Notice on Procurement Prices 

94CE0204B Beijing ZHONGGUO WUJIA [PRICES IN Appendix 2 

CHINA] in Chinese No 10, Oct 93 p 44 

{Report: “Circular Issued by State Tobacco Monopoly 1993 Perfume Tobacco Procurement Price List 

Bureau, State Planning Commission on Perfume Grade Price (Yuan Grade Price (Yuan 

Tobacco and White-Rib Tobacco Procurement Prices”’] oe Saw ve See 

[Text] To ad i” . pa Grade | 434.00 Grade 4 132.00 

ext] To adapt to socialist market economy develop- : 
ment, deal well with the relations among the interests of C4? — —— i 
tobacco farmers, local governments, and tobacco enter- Grade 3 270.00 


prises, and tighten macroeconomic regulation and con- 
trol over tobacco production, and based on the plan for 
implementing the economic policy on tobacco, the State 
Tobacco Monopoly Bureau and the State Planning Com- 
mission issued a joint document on 12 August 1993 to 
the Zhejiang, Hubei, and Sichuan province Pricing 
Bureaus and Tobacco Monopoly Bureaus, giving the 
following notifications on perfume tobacco and white- 
rib tobacco procurement prices and related matters: 


1. This procurement-price adjustment merely incorpo- 
rates the state-set tobacco-production support charge 
into the procurement price and, premised on overall 
price levels remaining essentially unchanged and based 
on the principle of price based on quality, appropriately 
adjusts the price differences among grades (See attach- 
ments | and 2). Perfume tobacco is adjusted in price 
from the average per 50 kg of 222.11 yuan (not includin- 
the production-support charge) to 245.18 yuan (incorpo- 
rating the production-support charge into the procure- 
ment price), for an increase of 10.39 percent; and white- 
rib tobacco is adjusted in price from the average per 50 
kg of 114.38 yuan (not including the production-support 
charge) to 132.43 yuan (with the production-support 
charge being incorporated into the procurement price), 
for an increase of 15.78 percent. 


2. The State Tobacco Monopoly Bureau will issue a 
separate circular on the benchmark prices for perfume 
and white-rib tobacco allocation. 


3. These perfume and white-rib tobacco procurement 
prices will take effect the day on which this document is 

















Henan Team Surveys Peasants on Markets 


94CE0218A Beijing NONGMIN RIBAO in Chinese 
9 Dec 93 p 4 


[Comprehensive news report by Zhang Yunging (1728 
006! 7230), Yang Guanjin (2799 0385 6511), and Liu 
Linglan (0491 7227 5695): “What Do Peasants Think 
About When They First Enter the Market?” 


[Text] Centering on the special topic “Characteristics of 
Peasants’ Attitude and Behavior on First Entering the 
Market,” the Henan Provincial Rural Socioeconomic 
Survey Team, a few days ago, in the form of a written 
questionnaire, conducted a special survey of 1,200 peas- 
ants in 41 counties. The targets of the survey were either 
heads of households or the persons who decide family 
economic behavior, and among them 67.6 percent had a 
junior middle school education or higher. The results of 
the final collection and summing up reflected the typical 
attitudes and real opinions of these peasant households 
after they first entered the market. 


When asked for their attitude to the putting into practice 
of the market economy in the rural areas, 67.8 percent of 
the peasants approved, but 35 percent took an indif- 
ferent attitude, the main reason being because they 
didn’t know what the market economy was and also did 
not know, in the final analysis, what economic system 
would be most advantageous for them; 34 percent of the 
peasants thought that it was a matter of indifference 
whether or not contract orders were placed for grain, 
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cotton, and edible oil, because contracts only had a 
binding force on the peasants; 26.1 percent of the peas- 
ants thought that it was a matter of indifference whether 
or not the purchasing prices of grain, cotton, and edible 
oil were released or not, because the existing market 
prices are very little different from the state’s fixed 
purchasing prices, and in any case both are fairly low. 


With regard to the main ways that peasants now get 
information on production and management, the survey 
(multiple choice) showed: In first place was television 
(74.3 percent), next came radio (60.7 percent), and in 
third place was information passed on by relatives and 
friends (38.4 percent); the rest in descending order were 
newspapers (27.7 percent), rumors (21.9 percent), wired 
broadcasting (20.7 percent), meetings (11.5 percent), and 
local information service organizations accounted for 
only 3.6 percent. 


This year was the first one in which Henan Province 
completely abolished the command-type planting plan, 
so on what arrangements for production did the peasants 
depend? In the course of the survey, 29 percent of the 
peasants estimated what agricultural products after 
being harvested would sell well and then, reckoning up 
the prices, planted them; 28 percent of the peasants 
arranged their planting according to the market quota- 
tions before sowing and the market quotations in the 
previous year; 20.5 percent of the peasants planted by 
habit; 19.1 percent of the peasants followed the main- 
stream by planting what they saw other peasants 
planting; and only 2.3 percent of the peasants planted in 
accordance with the contracts they had signed with the 
relevant departments. 


Among the “vexations” reported by the surveyed peas- 
ants in chief place was that there were many witholdings 
and apportionments, which made their burdens heavy 
and hard to bear (81.8 percent); next was that the 
agricultural funds market was disorderly, with false 
goods being sold and prices being raised arbitrarily (80 
percent); in third place was that public order was bad 
(68.1 percent); in fourth place was a lack of information, 
with the peasants not knowing what to plant and what to 
do to make money (65.9 percent); and in fifth place was 
that it was thought that rural cadres took wages and 
subsidies, but provided the peasansts with few services 
(50.5 percent). 


With regard to the peasants’ expectations for govern- 
ment, the survey results showed that 90.1! percent of the 
peasants strongly demanded that the government crack 
down severely on enterprises and individuals that man- 
ufacture and sell fake, false, bogus, or inferior pesticides 
and chemical fertilizers; 80.2 percent of the peasants 
hoped for stable policy that would let the peasants “take 
a pill that sets the mind at ease”; 66.7 percent of the 
peasants hoped that technicians would be enlisted to go 
into the countryside and popularize advanced tech- 
niques in agricultural production; 56 percent of the 
peasants hoped that there would be a severe crackdown 
on crime and that public order would be maintained in 
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the rural areas; and 49.9 percent of the peasants hoped 
that a feasible measure would be formulated to prevent 
bedrock low prices from harming the peasants and 
soaring agricultural funds from harming agiculture. 


Heilongjiang Reports Soybean Area, Prices 


Soybean Area 
94CE02571 Harbin HEILONGJIANG RIBAO 
in Chinese 25 Nov 93 p 1 


[Summary] In 1993 the soybean area in Heilongjiang 
Province exceeded 40 million mu. 


Soybean Prices 
94CE0257J Harbin HEILONGJIANG JINGJI BAO 
in Chinese 9 Dec 93 p 1 


{Summary] The market price of high quality soybeans in 
Heilongjiang has increased from 1,500 yuan per ton in 
October to 1,600 yuan per ton at present. The price of 
red beans has increased from 4,600 yuan per ton to 4,800 
yuan per ton. 


Jiangsu Rice Procurement 


94CE0181U Nanjing XINHUA RIBAO in Chinese 
25 Nov 93 p I 


{Summary] As of 21 November, Jiangsu Province had 
procured 665 million kilograms of rice, fulfilling 24.3 
percent of the task, and was a decline of 800 million 
kilograms procured during the same period in 1992. 


Jiangxi Farmer Income in 1993 


94CE0257K Beijing JINGJI CANKAO BAO in Chinese 
17 Jan 94 p 2 


[Summary] According to a survey of 29 counties and 
cities in Jiangxi Province, the per capita net income of 
farmers in 1993 was 870 yuan, an increase of 102 yuan, 
or 13.3 percent over 1992. Deducting price increases, the 
actual increase was 4.6 percent. The major reason for the 
increase was a reduction in peasant burdens. In March, 
Jiangxi redeemed over 300 million yuan in IOUs from 
farmers. 


In addition, cotton, oil crop, silkworm, tobacco, and 
fruit output increased 5.1 percent, 4.2 percent, 10.4 
percent, 29 percent, and 20 pecent respectively over 
1992. 


Town and township enterprises also quickly developed. 
In 1993 the gross output value of rural enterprises was 
57.9 billion yuan, a 92.2 percent increase over 1992. 


Liaoning Exports Rice to Japan 


94CE0257F Shenyang LIAONING RIBAO in Chinese 
20 Jan 94 pl 


[Summary] On 15 January, Liaoning Province shipped 
3,700 tons of rice to Japan. 
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Sichuan Reports Late Autumn Crop Area 


94CE0257H Chongqing XINAN JINGJI RIBAO 
in Chinese 3 Jan 94 p 1 


[Summary] The late autumn grain area in Sichuan Prov- 
ince will be 46,360,000 mu, a decline of 420,000 mu 
from 1993; the wheat area will be 34,280,000 mu, a 
decline of 640,000 mu, and the area sown to improved 
varieties of wheat will be 31,500,000 mu, accounting for 
91.8 percent of the total area. The cash crop area will be 
13,140,000 mu; and the rape area will be 12,060,000 mu, 
an increase of 1,452,000 mu, or 13.7 percent over 1993. 


Sichuan Grain Output 
94CE0257E Chengdu SICHUAN RIBAO in Chinese 
23 Dec 93 p 1 


[Summary] The gross output of grain in 1993 for Sichuan 
Province reached 43 billion kilograms. 
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Sichuan Grain Procurement 


94CE0257D Chengdu SICHUAN RIBAO in Chinese 
24 Dec 93 p 1 


[Summary] As of 10 December, Sichuan Province had 
put over 4 billion kilograms of grain in storage; 3.275 
billion kilograms were contract orders, fulfilling 93.3 
percent of the contract plan, and was a 15 percent 
increase over the same period in 1993. 


Zhejiang Grain Procurement 


94CE0257L Hangzhou ZHEJIANG RIBAO in Chinese 
15 Dec 93 p 1 


[Summary] As of 10 December, Zhejiang Province had 
procured 1.878 billion kilograms of grain. 
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EAST REGION 


Wu Bangguo’s Speech at Mao Zedong’s Centenary 


94CM0120A Shanghai JIEFANG RIBAO in Chinese 
26 Dec 93 pp 1-3 


[Article: “Wu Bangguo’s Speech at Comrade Mao 
Zedong’s Centenary (25 December 1994)”] 


[Text] Comrades: 


The people of Shanghai and the armed forces stationed 
in Shanghai have gathered here today to commemorate 
Comrade Mao Zedong’s centenary. 


Comrade Mao Zedong was a great Marxist, a great 
proletarian revolutionary, strategist, and theoretician, 
and the great leader of our entire party, entire armed 
forces and all nationalities throughout the land. He 
performed immortal feats in the founding and develop- 
ment of our party and the Chinese People’s Liberation 
Army [PLA], in the victory of the revolutionary cause of 
the people of all nationalities in China, in the founding 
of the People’s Republic of China, and in the develop- 
ment of China’s socialist cause. He made major contri- 
butions to the emancipation of the oppressed peoples of 
the world and to the cause of human progress. Today, 
when the socialist modernization of our great mother- 
land is striding proudly ahead, is thriving, and is con- 
stantly winning great victories, when the Chinese people 
are filled with pride and elation, are becoming more 
prosperous with each passing day, and are proudly and 
steadfastly taking their place among the people’s of the 
world, we more deeply cherish that great son of the 
Chinese people, Comrade Mao Zedong. We will forever 
remember the arduous pioneering work and the great 
achievements in China’s revolution and construction 
performed by the older generation of proletarian revolu- 
tions represented by Comrade Mao Zedong. 


From the time he was a young man, Comrade Mao 
Zedong devoted himself to the Chinese revolution, and 
he fought for it his whole life long. Comrade Mao 
Zedong was one of the founders of our party, and the 
principal founder of our glorious People’s Liberation 
Army. Following the collapse of the Great Revolution 
[1924-1927], he led the Autumn Harvest Uprising [1927] 
forces into Jinggangshan, where he founded the first 
rural revolutionary base under leadership of the party. 
During the most difficult days of the Chinese revolution, 
he found the correct revolutionary road, formulated a 
correct overall strategy, and gradually fashioned a whole 
body of correct theories and tactics. Thus, he turned 
defeat in the revolution into victory. Beginning with the 
Tsun-i Conference in 1935, Comrade Mao Zedong 
became the nucleus of our party’s first generation central 
leadership collective, thereby ensuring that the Chinese 
revolution went steadily from victory to victory. 


We shall never forget that but for Comrade Mao Zedong 
there would be no new China. In China’s struggle to gain 
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a magnificent victory in the new democratic revolution, 
it was Comrade Mao Zedong’s correct leadership, the 
Communist Party of China that he headed, and the 
tremendous theoretical bravery and spirit of courageous 
struggle that opened a road that led from the countryside 
surrounding the cities to ultimate victory throughout the 
country. It was he who led the whole party and the 
people of the whole country through 22 years of arduous 
and brilliant people’s revolutionary war that included 
the great land revolution war, the War of Resistance to 
Japan, the war of liberation, and ultimately the over- 
throw of the three big mountains of imperialism, feu- 
dalism, and bureaucratism for the opening of a new era 
in China’s history. In his connection, Comrade Deng 
Xiaoping paid high tribute when he said: “Without 
Comrade Mao Zedong’s outstanding leadership, it is 
extremely likely that the Chinese Revolution would still 
not be victorious. Thus, ...our party would still be 
struggling painfully in darkness. Therefore, to say that 
without Chairman Mao there would be no new China is 
no exaggeration at all.” The founding of New China 
marks the Chinese’ people’s farewell to 100 years of 
humiliation. It marks the time when the Chinese people 
stood up. This immortal contribution of Chairman Mao 
Zedong will forever be the pride of the Chinese people. 


We can never forget that without Comrade Mao Zedong, 
socialism would not have been founded in China. It was 
under the correct leadership of Chairman Mao Zedong 
that Chairman Mao Zedong and his comrades in arms 
took advantage of the economic and political conditions 
for making a transition to socialism that victory in the 
new democratic revolution provided for the adoption of 
a policy of simultaneous socialist industrialization and 
socialist transformation, and a concrete policy of a 
gradual change in private ownership of the means of 
production. They were able to solve both theoretically 
and practically the daunting task of building a socialist 
system in such a populous and both economically and 
culturally backward large oriental country. This was the 
most profound and most magnificent socialist transfor- 
mation in China's history. It greatly emancipated social 
production forces, and it lay a solid foundation for 
China’s progress and development, thereby enabling new 
China very rapidly to gain a foothold immediately 
following its founding, and to initiate great socialist 
undertakings. Regarding this magnificent historical 
achievement of Comrade Mao Zedong, Comrade Deng 
Xiaoping said: “The success achieved in our socialist 
transformation is very wonderful. This is a major con- 
tribution to Marxism-Leninism of Comrade Mao 
Zedong.” 


These two major acts of leading the Chinese people, who 
account for one-fourth of the world’s population, in 
standing up, and ieading the Chinese people in taking the 
socialist path influenced and changed China's and the 
world’s historical course. This was Comrade Mao 
Zedong’s most outstanding historical achievement for 
the people of China. 
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Comrade Mao Zedong also led the entire party and the 
people of the whole country in exploring a path of 
socialist construction suited to China's circumstances. 
Following founding of the people’s republic—and par- 
ticularly following the decisive victories gained in 
socialist transformation—as large scale economic con- 
struction unfolded and experience was gained, and as 
some shortcomings, mistakes, and the taking of a tor- 
tuous road came to light in the USSR’s economic con- 
struction, acting on the basis of China’s circumstances 
and our party’s experience in consistently maintaining 
independence and keeping the initiative in its own 
hands, Comrade Mao Zedong courageously suggested 
using the Soviet Union's experience as an object lesson 
in the task of exploring a path of socialist construction 
suited to China’s circumstances. In early 1956, he pro- 
ceeded from investigation and study, gathering together 
the wisdom of the entire party to propose the correct 
handling of 10 major relationships, which emphasized 
the rallying of all positive elements to build China into a 
powerful socialist nation. In 1957, he raised social con- 
tradictions of two different characters in socialism that 
must be correctly differentiated and handled. He made 
correct handling of contradictions among the people the 
main theme in the nation’s political life. In 1958, he 
further called for a change of work emphasis to techno- 
logical revolution and cultural revolution. He said, “‘self- 
reliance is primary; gaining foreign assistance is sec- 
ondary. The eradication of superstition, maintaining 
independence and keeping initiative in our own hands in 
carrying out a revolution in industry, agriculture, and 
technology, and a cultural revolution, overthrowing a 
slavish mentality, burying dogmatism, and diligently 
studying good foreign experiences while also studying 
bad foreign experiences—using them as object lessons— 
is our line.” It must be said that this analysis was correct 
at the outset. Putting forth these ideas was valuable and 
it held long-term guiding significance. Unhappily, 
because of an overestimation of the effect of interna- 
tional and domestic class struggle, and because of the 
arrogance and anxiousness to succeed that a succession 
of tremendous victories engendered, guided by mistaken 
“leftist” ideology after the last half of 1957, the applica- 
tion of this analysis was not successful, and even veered 
in a wrong direction. Both the party and the people paid 
a grievous price for this. However, emphasis on taking a 
socialist road of construction in keeping with China's 
circumstances as a basic spirit and fundamental direc- 
tion remains a principle that we should forever follow. 


Comrade Mao Zedong was a great man of the age, but he 
was not a perfect man. During the later years of his life, 
he made serious mistakes, but they were, after all, 
mistakes that a great proletarian revolutionary makes. 
Moreover, even during the final several years of Com- 
rade Mao Zedong’s life, when his mistakes were already 
very serious, he still kept a watchful eye on the mother- 
land’s independence and security. He correctly grasped 
new changes in the world situation; he led the party and 
the people in withstanding all hegemonist pressures; and 
he produced a new pattern for China’s foreign relations. 
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The Sixth Plenary Session of the 11th CPC Central 
Committee made a full and penetrating evaluation of 
Comrade Mao Zedong’s historical position in “Deci- 
sions on Various Historical Problems Since Founding of 
the People’s Republic.” It said that “Taking his life as a 
whole, his contributions to the Chinese revolution far 
surpassed his errors. His accomplishments are primary; 
his mistakes are secondary.” His historic contributions, 
and his scientific writings and correct ideology have 
struck deep roots in the hearts of hundreds of millions of 
people throughout the country. Today, our whole party, 
whole armed forces, and all nationalities throughout the 
country solemnly commemorate Comrade Mao 
Zedong’s centenary. This is a response from the heart of 
the Party, the heart of the armed forces, and the hearts of 
the people. He will forever be revered and remembered 
by the whole party, the whole armed forces, and all 
nationalities throughout the whole country. 


In commemorating Comrade Mao Zedong’s centenary, 
more important than recalling his immortal contribu- 
tions and expressing reverence for him is the mainte- 
nance and development of Mao Zedong Thought to 
expand and develop the endeavors he did not complete. 


The Mao Zedong Thought of more than half a century is 
a scientific guiding ideology fashioned by the CPC, of 
which Comrade Mao Zedong was the leading represen- 
tative, according to basic principles of Marxism- 
Leninism to meet China’s circumstances. It is a product 
of the blending of the general principles of Marxism- 
Leninism with concrete practice in the Chinese revolu- 
tion. It is the application and development of Marxism- 
Leninism in China. It is the theoretical principles 
pertaining to the Chinese revolution validated through 
practice and the summarization of experiences. It is the 
crystallization of the collective wisdom of the CPC. 
Numerous outstanding CPC leaders have made major 
contributions to its formation and development. Com- 
rade Mao Zedong’s scientific works epitomize it. Mao 
Zedong Thought is an integrated scientific system that is 
extremely rich in substance, including philosophical, 
political, economic, military, cultural, educational, and 
diplomatic theoretical principles, precepts, and scientific 
methods. In particular, its theories on new democratic 
revolution, its theories on policies and tactics, its theo- 
ries on ideological and political work and on cultural 
work, and its theories on party building are all innova- 
tive theoretical enrichments and development of Marx- 
ism-Leninism. They are the living soul of Mao Zedong 
Thought. They are the standpoint, the point of view and 
the methods that run through all of the foregoing integral 
parts. They have three basic aspects, namely, seeking 
truth in facts, the mass line, and maintenance of inde- 
pendence and retaining the initiative in one’s own 
hands. They are the concrete application of dialectical 
materialism and historical materialism to all proletarian 
political party work, and they are the distinctive stand- 
points, points of view and methods of Communist Party 
of China members formed through long and arduous 
struggle in China’s revolution. As scientific truths, the 
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standpoint, points of view, and methods of Mao Zedong 
Thought will always be our guide for action. Numerous 
of their important points of view and expositions com- 
bine basic Marxist-Leninist principles with China’s con- 
crete realities. They are the thoughts behind the creation 
of China’s own path of revolution and construction. 
They are the thoughts behind the Communist Party 
being the leadership nucleus for the people of the whole 
country and that only socialism can save China. They are 
the thoughts behind the founding and consolidation of a 
CPC-led people’s democratic dictatorship republic. They 
are the thoughts behind the correct handling of contra- 
dictions among the people, for rallying all positive ele- 
ments, for uniting all forces that can be united, and for 
building a great socialist power. They are the thoughts 
behind the founding and development of a patriotic 
united front. They are the thoughts behind maintenance 
of independence and retention of the initiative in one’s 
own hands, for self-reliance, for arduous struggle, for 
unceasing efforts to become stronger, and for standing 
on one’s own two feet among the people's of the world. 
They are the thoughts behind the people being the power 
that creates history, for maintenance of unity and reli- 
ance on the masses of people, and for wholeheartedly 
serving the people. They are the thoughts behind main- 
taining and carrying forward the linking of theory and 
practice, for the superb work style of maintaining close 
links with the masses, and for criticism and self- 
criticism. They are the thoughts behind comprehensive 
improvement of party building, particularly improve- 
ment of the party’s building of ideology. They are the 
thoughts behind the people’s armed forces and people's 
war. Today, they still radiate truth. They still play an 
extremely important guiding role in our work today and 
in the future. 


Mao Zedong Thought is our party’s precious spiritual 
wealth. During the course of long struggle, comrades 
throughout the party have drawn wisdom and strength 
from Comrade Mao Zedong and Mao Zedong Thought. 
Mao Zedong Thought has nurtured generation after 
generation of party leaders and large numbers of cadres. 
It has educated the people of the whole country and, in 
the course of transforming China, it has become a 
tremendous material force. Therefore, we must treasure 
and cherish the precious spiritual wealth that is Mao 
Zedong Thought. As Comrade Deng Xiaoping said: 
“Generation after generation, we must raise high and 
safeguard this glorious and magnificent banner. Gener- 
ation after generation, we must use correct and complete 
Mao Zedong Thought to guide our whole party, our 
whole armed forces, and our whole people, and to 
advance victoriously the cause of the party and 
socialism, and the international communist movement. 
Moreover, to do this, we must diligently study and apply 
the standpoint, point of view, and methods of Mao 
Zedong Thought to the study of new circumstances that 
occur during practice, to solve new problems, using new 
principles and new conclusions consistent with realities 
to enrich and develop our party’s theory to ensure that 


JPRS-CAR-94-009 
7 February 1994 


our activities continue to move forward on the scientific 
path of Marxism-Leninism and Mao Zedong Thought. 


Comrades. Since the Third Plenary Session of the 1 1th 
Party Central Committee, our party has maintained and 
developed Mao Zedong Thought in the active explora- 
tion of a road for building socialism that meets China’s 
circumstances, making tremendous achievements 
thereby. The most important of these achievements has 
been finally finding the way to build a distinctively 
Chinese brand of socialism that Comrade Mao Zedong 
sought but did not find during those years, and to 
fashion Comrade Deng Xiaoping's theory on building a 
distinctively Chinese brand of socialism. This is a pro- 
cess of combining Marxism and Chinese realities. It is 
continuing to find ways for China’s new democratic 
revolution to bring about the second historical leap after 
the first historical leap. Taking our own road to build a 
distinctively Chinese brand of socialism is a road that 
must be taken for the development of China’s society. It 
is a road that China must take to move toward pros- 
perity, wealth, strength, and to stand on its own two feet 
among the people’s of the world. Right now, diligent 
study of the newly published Volume 3 of Deng Xiaop- 
ing's Selected Works, to striving to understand Deng 
Xiaoping’s theories about the building of a distinctively 
Chinese brand of socialism, and translating them into a 
tremendous “material force” to win new victories in the 
cause of building a socialism that is distinctively Chinese 
is to use real actions to maintain and develop Mao 
Zedong Thought. 


Fifteen years ago, the 3d Plenary Session of the 11th 
Party Central Committee formed the Central Committee 
leadership collective of which Comrade Deng Xiaoping 
is the nucleus. This collective set the guiding policy of 
emancipating thinking, using one’s head, seeking truth 
from facts, and uniting as one to look ahead. It firmly 
rejected the mistaken “‘leftist” policy of “taking class 
struggle as the key link,” which is not appropriate to a 
socialist society, and it changed the party’s and the 
state’s work emphasis to economic construction, thereby 
bringing about a great historical change that ushered ina 
new era in the development of the socialist cause in 
China. 


The most distinctive feature of the new area is reform 
and opening up to the outside world. Comrade Deng 
Xiaoping is the architect of China’s socialist reform and 
opening up to the outside world, and its modernization. 
As the nucleus of the party's second generation leader- 
ship collective during the new era of reform and opening 
up to the outside world and socialist modernization, his 
most outstanding contributions have been not only 
leading our party and nation out of the profound catas- 
trophe of the Great Cultural Revolution, but also using 
his profound understanding of contemporary China and 
the world to put the party and the national again in the 
forefront of the trend of the times, and drawing up a 
brand new and magnificent blueprint for the Chinese 
people to take their place among the peoples of the world 
with greater strength. His feet firmly planted on the good 
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earth of China, he oriented toward the world. He looked 
squarely at China’s present realities and cast his eyes on 
the future. In the process of studying new situations and 
solving new problems, he conceived and designed with 
great foresight a whole development strategy that is 
distinctively Chinese in character. In brilliantly leading 
the Chinese people in reform, opening up to the outside 
world, and modernization, he conducted an arduous and 
unflagging theoretical exploration. He respected prac- 
tice, and he respected the masses. He was always con- 
cerned about the rights, interests, and hopes of the 
broadest masses of people. He was adept at capsulizing 
the experiences and creativity of the masses. He keenly 
understood the pulse and the moment of the times. He 
both continued what predecessors had done and broke 
with outmoded conventions. He exhibited tremendous 
political courage in opening new roads for the building of 
socialism, and tremendous theoretical boldness in 
blazing new realms of Marxism to make major historical 
contributions to the founding of distinctively Chinese 
socialist theory that brought Marxist theory to new 
heights in contemporary China. He is the originator of 
the theory of building a distinctively Chinese brand of 
socialism. 


Comrade Deng Xiaoping’s theory of building a distinc- 
tively Chinese brand of socialism occurred under histor- 
ical conditions in which peace and development became 
the main themes of the age. In the course of China's 
reform and opening up to the outside world, and its 
modernization, he summarized the historical experi- 
ences of socialist victories and reverses in China, and 
borrowed from the historical experiences of the waxing 
and waning, and the success and failure of socialism in 
other countries to fashion and develop this theory. It is a 
product of Marxist-Leninist basic principles and con- 
temporary Chinese realities combined with the character 
of the age. It is a crystallization of the collective wisdom 
of the whole party and the people of the whole country. 
It has a distinctive character of the time. This theory 
provides, for the first time, a preliminary answer fairly 
systematically to a series of basic questions such as how 
to build socialism in a country that is as economically 
and culturally relatively backward as China, and how to 
consolidate and develop socialism. It employs new ideas 
and points of view to carry on, enrich, and develop Mao 
Zedong Thought. It is the newest product of the linking 
of Marxism to Chinese realities. It is contemporary 
Chinese Marxism. 


It was under guidance of Comrade Deng Xiaoping’s 
theory of building a distinctively Chinese brand of 
socialism that China’s reform and opening up to the 
outside world, and its socialist modernization during the 
past 15 years scored tremendous achievements that 
attracted the attention of the world, that the people’s 
standard of living improved markedly, and that the 
party's endeavors increasingly gained the support of the 
people. It was because practice showed this theory to be 
correct and a scientific guide for our activities, that the 
14th Party Congress explicitly made it the party's 
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guiding thought. The 14th Party Congress’ call for the 
use of Comrade Deng Xiaoping’s theory of building a 
distinctively Chinese brand of socialism to arm the 
whole party is urgently required for moving ahead with 
the great undertaking of reform and opening up to the 
outside world, and socialist modernization. It is an 
important measure for enhancing and improving the 
building of the party in the new era, and it is also a basic 
guarantee for maintaining the party’s basic line without 
wavering for 100 years. The recently published third 
volume of the Selected Works of Deng Xiaoping, and the 
second volume, which was published 10 years ago, 
assemble the most important and the most original 
works of Comrade Deng Xiaoping in shaping and devel- 
oping the theory of building a distinctively Chinese 
brand of socialism. They provide the finest teaching 
materials and the most powerful weapons for our further 
use of the theory of building a distinctively Chinese 
brand of socialism to arm the whole party, to educate 
cadres and the people, to unify ideology, to strengthen 
confidence, and to actively, completely, and correctly 
carry out the party's basic line. How diligently we study 
Volume 3 of the Selected Works of Deng Xiaoping and 
profoundly understand and master the basic experiences 
accumulated, the basic theories created, and the basic 
lines formed by the second generation of the CPC 
leadership collective, of which Comrade Deng Xiaoping 
is the nucleus, in undertaking entirely new endeavors 
will have a major effect on whether we will be able better 
to complete the tasks of the 1990's and advance victori- 
ously into the 21st century. 


The crucial issue in our study of Volume 3 of the Selected 
Works of Deng Xiaoping and in studying Comrade Deng 
Xiaoping’s theory of building a distinctively Chinese 
brand of socialism lies in firm mastery of the quintes- 
sence, which is emancipation of thinking and the seeking 
of truth in facts, and linking the ideological realities and 
the work realities of all battlelines for the conscientious 
overcoming of all ideological restraints to enable a 
confluence of ideology and practice, and to enable a 
confluence of the subjective and the objective. 


From Mao Zedong Thought to Comrade Deng Xiaop- 
ing’s theory of building a distinctively Chinese brand of 
socialism are the two historical leaps generated in the 
course of persevering in the great cause of combining 
Marxism with China's realities by members of the Chi- 
nese Communist Party represented by Comrades Mao 
Zedong and Deng Xiaoping. Although the two leaps 
occurred in different historical periods, and have the 
characteristics of different historical conditions and 
times, and although they faced different historical con- 
tradictions and historical tasks and gained different 
historical victories; nevertheless, the two leaps were 
permeated with a common essence and substance. This 
was that they adhered to the ideological line of seeking 
truth from facts, and followed China’s own road of 
revolution and construction. Adherence to the ideolog- 
ical line of seeking truth from facts and taking China's 
own road of revolution and construction are the most 
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basic historical experiences of all the historical experi- 
ences summarized in Mao Zedong Thought and Com- 
rade Deng Xiaoping’s building of a distinctively Chinese 
brand of socialism. They successfully transform the 
scientific tenets of Marxism into a complete system of 
new ideas, new theories, lines, plans, policies, and real- 
istic operating principles for guiding practice in China’s 
revolution and construction. Thus, they enabled China’s 
revolution and the building of socialism to become a 
great scientific practice and a successful reality. All the 
history of our party shows that perseverance in com- 
bining Marxism with China’s realities must proceed 
from national circumstances and the character of the 
times. It requires a thorough knowledge of the spiritual 
nature of Marxism to carry on and develop Marxism. 
This requires, in turn, the emancipation of thinking, the 
seeking of truth from facts, and diligent investigation 
and study of Chinese realities to induce new ideas and 
points of view, and new methods of solving problems. It 
means one cannot copy word for word the books and 
prescriptions of Marx, or mechanically follow the 
models and experiences of other countries. Failure to 
understand these points would have rendered impossible 
the creation of China’s new democratic revolution and 
socialist revolution theories, and it would have rendered 
impossible the creation of the theory of building a 
distinctively Chinese brand of socialism. The most fun- 
damental experience of adherence to the ideological line 
of seeking truth from facts and taking our own road of 
revolution and construction enabled both Mao Zedong 
Thought and Comrade Deng Xiaoping’s theory of 
building a distinctively Chinese brand of socialism of 
our party to express the distinctive features of the times 
and the character of China, and to be imbued with the 
essence and the substance of universal Marxist truths. 
This is another reason why Mao Zedong Thought is a 
continuation and a development of Marxism. It is the 
reason that the theory of building a distinctively Chinese 
brand of socialism is the most substantive embodiment 
of the continuation and development of Mao Zedong 
Thought. 


Comrade Deng Xiaoping has always upheld Mao 
Zedong Thought. He deeply understands the ideological 
essence of Mao Zedong Thought’s seeking of truth from 
facts. He also developed the ideological essence of the 
seeking of truth from facts of Mao Zedong Thought. He 
proposed the concept of emancipating thinking. He 
made the emancipation of thinking a part of the party’s 
ideological line. He emphasized that the emancipation of 
thinking is of extreme importance in upholding the 
party's ideological line of seeking truth from facts. The 
emancipation of thinking and the seeking of truth from 
facts are parts of a piece. Only by emancipating thinking 
can the seeking of truth from facts be attained. Only the 
seeking of truth is facts is a true emancipation of 
thinking. Comrade Deng Xiaoping is a paragon of 
upholding the Party’s ideological line of seeking truth 
from facts. He is a paragon of adherence to and devel- 
opment of Mao Zedong Thought. Comrade Deng 
Xiaoping has repeatedly emphasized that “emancipation 
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of thinking and seeking truth from facts” is the essence 
that permeates the entire point of view of the theory of 
building a distinctively Chinese brand of socialism. In 
studying the new volume of the Selected Works of Deng 
Xiaoping, we must grasp this essence, and clutch this 
substance firmly. We must adhere to practice being the 
sole criterion for testing truth. In the course of practice, 
we must adhere to truth and develop truth. We must 
reject dogmatic interpretations of certain Marxist prin- 
ciples and Marxist writings; reject understandings of 
socialism that are not scientific or that distort it; reject 
incorrect ideas about skipping the preliminary state of 
socialism; resolutely oppose erroneous points of view 
that basically repudiate Marxism; and uphold the use of 
the world outlook and methodology of dialectical mate- 
rialism and historical materialism in analyzing and 
solving problems. We must constantly improve our 
perceptions as history advances, as times develop, and as 
practice deepens. The achievements we have made stem 
from the emancipation of thinking and the seeking of 
truth from facts. If we are to make even greater achieve- 
ments in the future, we must likely depend on the 
emancipation of thinking and the seeking of truth from 
facts. New situations and new tasks are placing new 
requirements on our emancipation of thinking and 
seeking of truth from facts. We must continue to eman- 
cipate thinking and seek truth from facts so that our 
ideas and understandings meet constantly changing sit- 
uations. This is a matter that we must understand before 
studying the third volume of the Selected Works of Deng 
Xiaoping. 


In studying the third volume of the Selected Works of 
Deng Xiaoping, not only must we profoundly understand 
that the emancipation of thinking and the seeking of 
truth from facts are important ideological premises for 
maintaining and developing Mao Zedong Thought, but 
we must profoundly understand and grasp that on a 
series of important issues—particularly basic issues such 
as what is socialism and how to build socialism—how 
Comrade Deng Xiaoping’s theory on the building of a 
distinctively Chinese brand of socialism building is a 
continuation and development of Marxism and Mao 
Zedong Thought. 


Comrade Deng Xiaoping has said: “In carrying out 
reform and opening up to the outside world and in 
placing the work emphasis on building the economy, we 
have not abandoned Marxism, Leninism, or Mao 
Zedong Thought. We cannot abandon the forefathers!” 
He also said: “Following the Third Plenary Session, we 
revived the correct things of Comrade Mao Zedong, we 
studied and applied Mao Zedong Thought in a correct 
and integrated way . The basic points are still the same. 
In many ways, today we are still doing things that 
Comrade Mao Zedong proposed but did not do. We are 
doing things well that he did not do well. For a fairly long 
time to come, we will be doing well these things and we 
will also be developing, but we will also have to continue 
to develop.” He also noted that “True Marxist-Leninists 
must, based on current circumstances, understand, con- 
tinue, and develop Marxism-Leninism.” This is because 
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“the world is constantly changing. In particular, modern 
science and technology are developing very rapidly. 
What used to be done in the old society in several 
decades or as much as a century or even a longer period 
is done in a single year nowadays.” Therefore, true 
Marxists must make their thinking catch up with and 
meet rapidly developing circumstances. They cannot fall 
behind. This is like “the reason Lenin is a truly great 
Marxist is that he found the revolutionary road not in 
books but in reality, logic, philosophical ideas, and 
communist theory. The great Marxist-Leninist, Mao 
Zedong, did not seek in the books of Marx and Lenin the 
way to win victory in the new democratic revolution in 
backward China. Could Marx have predicted that the 
October Revolution would occur in a backward Russia?” 
Could Lenin have forecast that the use of rural villages to 
surround the cities could be used to attain victory in 
China? Therefore, true Marxists must boldly pioneer 
and innovate. Comrade Deng Xiaoping’s theory of 
building a distinctively Chinese brand of socialism is 
both a continuation of what those who have gone before 
have done and an opening up of a way to the future. This 
theory holds both very strong real pertinence and the 
distinctive character of the times. It is pertinent to 
today’s rapidly changing world situation, and it is perti- 
nent to the basic situation in China. It is also pertinent to 
various mistaken points of view that have existed for a 
long time in the understanding of socialism. It addresses 
the main issues in basic socialist theory, namely what is 
socialism and how to build socialism. Comrade Deng 
Xiaoping has put forward a series of new ideas, new 
points of view, and new concepts. They include new 
ideas, new points of view, and new concepts about the 
innate character and basic tasks of socialism; about the 
initial stage of socialism; about the standards for judging 
the "three facilitates“; about the economic development 
strategy of proceeding in three steps to accelerate devel- 
opment, the national economy moving a new step 
upward every several years; about science and tech- 
nology being the primary productive force; about reform 
being China’s second revolution; about China's develop- 
ment being inseparable from the rest of the world, 
opposing self-confinement and isolation; about the exist- 
ence of no fundamental contradiction between socialism 
and a market economy; about how political system 
reform must correspond to economic system reform; 
about doing many things simultaneously and working 
with might and main; about one nation, two systems; 
about adherence to socialism, halting disturbances, and 
preventing peaceful evolution; about the need for vigi- 
lance against the right, and mostly guarding against 
“leftism*: about adherence to the party's basic line of 
“one center and two basic points“ for a hundred years 
without wavering; about peace and development being 
the two main themes in the contemporary world; about 
taking the five principles of peaceful co-existence as the 
standard for building a new international order; about 
the need for dispassionate observation of the interna- 
tional situation, securing one’s position, and dealing 
with matters calmly; about the key to China's problems 
being doing a good job within the Communist Party; and 
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about greater building of clean government and opposi- 
tion to corruption. This series of new ideas, new points 
of view, and new concepts are a creative development of 
Mao Zedong Thought. They are a major contribution to 
Marxist theory. It is the innovation of such theories that 
has brought about today’s vigorous development of 
socialism in China. The facts show that we are true 
Marxists only because we both continue our forbearers’ 
breaking of outmoded conventions and dare to pioneer 
and create the future. It is only by consciously under- 
standing this point that we may be considered to have 
truly reached the ideological heights of modern Chinese 
Marxism, and to have more profoundly comprehended 
and truly grasped Comrade Deng Xiaoping’s theory of 
building a distinctively Chinese brand of socialism. 
Therefore, when we read the third volume of the Selected 
Works of Deng Xiaoping, we should study Comrade 
Deng Xiaoping’s strategic ideas and theoretical points of 
view, and diligently study his scientific attitude and 
creative spirit in employing the Marxist standpoint, 
point of view, and methods for use in studying new 
situations and solving new problems. 


Comrades, only by adhering to contemporary Chinese 
Marxism—Comrade Deng Xiaoping’s theory on the 
building of a distinctively Chinese brand of socialism to 
guide our ideology and every endeavor—will our cause 
have a bright future. Only in this way will our country be 
able to prosper, become rich and wealthy, and our people 
prosper and flourish. As Comrade Jiang Zemin said in 
his speech at a public lecture on the study of the third 
volume of the Selected Works of Deng Xiaoping, “Doc- 
trine may be likened to a banner.” When the CPC was 
first founded, it solemnly wrote the words Marxism. 
Leninism on its banners. Following the Yanan rectifica- 
tion and the 7th Party Congress, it solemnly made 
Marxism-Leninism and practice in the Chinese revolu- 
tion a unified ideology—writing Mao Zedong Thought 
on its own banners. Beginning with the 3d Plenary 
Session of the | 1th Party Central Committee, and on 
through the 12th, 13th, and 14th Party Central Commit- 
tees, our party has solemnly written Comrade Deng 
Xiaoping’s theory on the building of a distinctively 
Chinese brand of socialism on its banners. This is an 
extremely precious spiritual wealth for which our party 
paid a tremendous price. It is a scientific summarization 
of the new historical innovations of our party and 
people. It is a great banner of our development of the 
socialist cause. It is a powerful spiritual mainstay of our 
nation’s advance and development. In contemporary 
China, only by having this banner, and having this 
spiritual mainstay can a large party of 50 million mem- 
bers and a large country with a population of |.1 billion 
have greater cohesiveness, combat strength, and cre- 
ativity. The 15 years of reform and opening up to the 
outside world and the socialist modernization since the 
3d Plenary Session of the | 1th Party Central Committee 
fully demonstrates that “adherence to Deng Xiaoping's 
theory of building a distinctively Chinese brand of 
socialism is true maintenance and development of Marx- 
ism-Leninism, and Mao Zedong Thought.” So long as we 
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continue in the direction and along the road charted by 
this theory, and follow the “movement in three steps” 
development strategy all the way into the middle of the 
next century to attain the level of a moderately devel- 
oped nation in the world, a wealthy and strong, demo- 
cratic, and cultured modern socialist China will certainly 
be able to stand lofty and firmly in the Orient. 


Comrades, as the largest city in China, Shanghai holds an 
important position in China's revolution and construc- 
tion endeavors. It received a high degree of attention 
from Comrade Mao Zedong. Prior to his death, Com- 
rade Mao Zedong had more than 50 important activities 
underway in Shanghai. He gave numerous important 
instructions about work in Shanghai, and he left a 
glorious imprint and a great ideology. Back in March 
1919, in seeing off the students for part-work part-study 
in France, he began his earliest contact with Shanghai. 
During the period of the party's founding, Comrade Mao 
Zedong came to Shanghai several times to seek truth for 
rescuing the nation and the people. He actively launched 
revolutionary activities, and did much work in founding 
the party. He attended one of the first Chinese Commu- 
nist conferences convened in Shanghai, thereby 
becoming one of the founders of the CPC. When the 
CPC established a democratic revolutionary program of 
opposition to imperialism and feudalism for the 
founding of the democratic united front, Comrade Mao 
Zedong was appointed by the party to go to Shanghai to 
take part in the work of the Kuomintang Central Exec- 
utive Committee. He actively promoted the first coop- 
eration between the KMT and the CPC, and did much 
work “sowing the seeds” of the subsequent grand and 
spectacular first great revolution. Following defeat of the 
great revolution, Comrade Mao Zedong left the city to 
found revolutionary bases in the villages. Using the 
single spark of a red regime, he encouraged and sup- 
ported the people of Shanghai in arduous and tortuous 
struggle. Following the party's Wayaopao Meeting [in 
December 1935], the Central Committee and Comrade 
Mao Zedong looked after and guided the work of the 
Shanghai underground party organization, thereby 
making Shanghai one of the main bastions of China's 
workers’s movement, revolutionary cultural movement, 
and the patriotic and democratic movement of various 
democratic strata in the Chinese democratic revolution. 
When the war of liberation was on the verge of success 
and the CPC Central Committee decided to shift the 
party's work emphasis from the rural villages to the 
cities, showing great foresight, Comrade Mao Zedong 
personally drew up the strategic policy of “both the need 
to annihilate the enemies defending Shanghai, and the 
need to preserve Shanghai intact.” He also personally 
drafied nearly 20 telegrams in the name of the CPC 
Central Committee and Central Military Committee as 
part of the strategy for Shanghai's liberation and take- 
over. He drew up a series of plans and policies that 
permitted Shanghai, the largest city in China, to revert 
intact to the hands of the people. 


Right after Shanghai's liberation, faced with a grim 
situation of blockade by the Americans and Chiang 
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Kai-shek, bombings, sabotage by enemy agents, rampant 
speculation, and countless tribulations, the CPC Central 
Committee and Comrade Mao Zedong adopted a series 
of important policies for guiding the people of Shanghai 
in rapidly overcoming all difficulties to win a tremen- 
dous victory in transforming the old Shanghai and 
building a new Shanghai. Later on, thanks to the guiding 
spirit of the CPC Central Committee and Comrade Mao 
Zedong, Shanghai rationally readjusted existing industry 
and commerce and smoothly carried out a full revival of 
Shanghai's national economy. After three years of eco- 
nomic revival and the socialist transformation of capi- 
talist industry and commerce, and handicraft industries, 
as well as the planned building of socialism, Shanghai's 
industrial production rapidly revived and developed. 


With the full launching of socialist transformation and 
construction, Comrade Mao Zedong personally visited 
Shanghai several times to explore avenues for building 
Chinese socialism. He went down to the grassroots, 
inspected industria! plants and enterprises, and con- 
tacted cadres and the masses to learn about events. He 
met with peopte in all walks of life and listened to 
statements from all quarters. He personally made a 
report to Shanghai cadres announcing the party's plans 
and policies to promote work in every way in Shanghai. 
In January 1956, Comrade Mao Zedong visited Shenxin 
Plant No 9 where he told everyone that after the USSR 
took power, capitalist property was taken over by the 
state with a single order but that China had adopted the 
method of gradual transformation. This was done in 
view of China's circumstances. Soviet methods were not 
rigidly copied. He also warned everyone to rely on the 
working class to look after the factories. Around this 
same time, Comrade Mao Zedong also visited Shanghai 
port and the Jiangnan Shipyard. On 5 November 1955, 
Comrade Mao Zedong boarded “Gangshen Lun,” for a 
zestful inspection of the port's new appearance. He also 
said significantly that Shanghai is China's largest port, it 
iS an international port, and it is a port that has devel- 
opment potential. We must take good care of it. He also 
said to accompanying leading cadres that Shanghai 
cadres should study management skills to meet needs 1n 
building socialism. At the Jiangnan Shipyard, he was 
ecstatic upon learning that this 100 year-old shipyard 
was able to build submarines. When an accompanying 
municipal CPC committee official said that not only was 
it necessary to learn Soviet techniques but to surpass 
them, Comrade Mao Zedong said in great agreement: 
“We must have this kind of courage.” In July 1957, 
Comrade Mao Zedong visited the Shanghai Machine 
Tool Plant. When Comrade Mao Zedong learned that 
within seven years after liberation, Shanghai-produced 
grinding machines were being supplied to the whole 
country to support construction everywhere, he sand: 
“This kind of plant 1s needed for construction.” After 
hearing that the plant was now designing its own 
grinding machines instead of making the former copies, 
he said delightedly: “We must take the independent 
design road,” and he emphasized the study of advanced 
foreign experiences “for our own use.” During this 
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period, Comrade Mao Zedong used a large amount of 
investigation and study to shape many new approaches 
to the building of socialism in China. Comrade Mao 
Zedong personally urged along the cadres and people of 
Shanghai saying, “Shanghai has a future. It must be 
developed,” to point out a direction for Shanghai's 
construction. He directed Shanghai to set up a “com- 
pletely useful and rationally developed” industrial con- 
struction plan. During the 10 years of beginning the 
all-out building of socialism, Shanghai brought into play 
the potential and the strengths of its old industrial base, 
providing powerful support for the economic construc- 
tion of the whole country. 


During the period of his visits and guidance to Shanghai, 
Comrade Mao Zedong also frequently associated with 
the people. He had extensive contacts, intercourse, and 
even communications with people in all trades and 
professions, and all strata in Shanghai. He was pro- 
foundly concerned about the feelings and hopes of the 
masses. 


The Shanghai working class will never forget Comrade 
Mao Zedong’s hopes for the working class. Comrade 
Mao Zedong often went among the working people of 
Shanghai. He had cordial talks with them and learned 
about their circumstances. He encouraged everyone to 
contribute to the building of socialism. He was particu- 
larly solicitous about and cherished model workers. He 
instructed cadres in the need to pay attention to making 
the most of the role of model personnel as mainstay 
cadres, leaders, and bridges. In March 1960, he also 
personally invited to dinner Shanghai's innovators and 
labor model representatives, and he encouraged 
everyone to suggest ways and means for the technolog- 
ical revolution, and to contribute their energies to it. He 
also pointed out that “Revolution is no easy matter. 
Remember this truth when you are making technological 
innovations. No testing means no failures, and no suc- 
cesses! Everything must be tested and experience gained 
through failures making later success possible.” He 
emphasized the need to train college students, train 
engineers, and train writers from among the workers. It 
was because of Comrade Mao Zedong’s advocacy and 
concern that the first group of worker engineers was born 
in Shanghai. A number of labor models entered univer- 
sity, and advanced model personnel in every trade and 
industry spurred technological innovation and a techno- 
logical revolution campaign throughout the city. 


Comrade Mao Zedong was concerned about the produc- 
tion and the livelihood of Shanghai's peasants. On many 
occasions, he issued instructions on the need for concern 
and assistance. He warmly endorsed and recommended 
the experiences of Songjiang County in convening meet- 
ings of delegates from all walks of life during the early 
liberation period. He also personally wrote comments on 
the reports of five agricultural production cooperatives, 
including one from Hongnan Township in suburban 
Shanghai, and it was included in a book titled “High 
Tide in China’s Rural Socialism.” 
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Comrade Mao Zedong was solicitous about the growth of 
Shanghai's young people. In April 1950, despite being 
busy with a political campaign, Comrade Mao Zedong 
took the time to write a few words of encouragement for 
the Shanghai Nanyang Model Middle School student 
wall newspaper, QINGFENG, that urged the students to 
learn skills to serve the people. In reply to a request from 
the Shanghai QINGNIAN BAO, he sent the powerful 
inscription, “March On, March On, On!” to encourage 
the embattled Shanghai youth who were overcoming 
difficulties. When visiting the Shanghai Machine Tool 
plant, he noticed that most of the people in the work- 
shops were young workers. He happily instructed, “This 
is the newly rising force that you must nurture.” “You 
have so many young people; you will certainly be able to 
run the plant better!’ This expressed Comrade Mao 
Zedong’s ardent hopes for and confidence in youth. 


On several occasions, Comrade Mao Zedong met women 
delegates, which left unforgettable memories for the 
women of Shanghai. When Comrade Mao Zedong saw 
quite a few women workers on the frontline of produc- 
tion when he visited plants, he shook hands warmly with 
them. He was sincerely proud of the emancipation of 
China’s women, and he said approvingly: “Now that 
women have been liberated, they can run machine tools 
too. Things that male comrades can do, female comrades 
can also do.”’ His encouragement and praise encouraged 
the broad masses of women in Shanghai to play a “hold 
up half the sky” role in the building of socialism. 


Comrade Mao Zedong always paid close attention to the 
building of the people’s armed forces. On numerous 
occasions, he visited and encouraged units stationed in 
Shanghai. In February 1953, when Comrade Mao 
Zedong inspected navy vessel units for the first time, he 
boarded the Chang Jiang, and the Luoyang. He also said 
that “We are determined to build a powerful people's 
navy to oppose imperialist aggression.” Comrade Mao 
Zedong also personally wrote the well-known “Eighth 
Company Eulogy,” which praised the model deeds of 
“the good Eighth Company of Nanjing Road.” All the 
party, all the armed forces, and all the people were called 
upon to study it. 


On numerous occasions, he met notables in the fields of 
education, science and technology, health, literature and 
the arts, and news and publication, as well as delegates 
from commerce and industry. He befriended them and 
showed great concern for their ideology and livelihood. 
Thus, they sincerely revered this leader of the people, 
and they felt the warmth of the party in living expression 
of the party intellectuals policy and united front policy. 


After founding of the people’s republic, Shanghai was 
also an important site for the CPC Central Committee's 
and Comrade Mao Zedong’s state activities. Under his 
personal sponsorship, the CPC Central Committee con- 
vened numerous important conferences in Shanghai, 
which produced numerous major policies and decisions. 
In addition, he conducted numerous important foreign 
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affairs activities in Shanghai where he received impor- 
tant heads of state and international friends from 
numerous countries. The birth of the Shanghai Commu- 
nique was a major victory for Mao Zedong’s diplomatic 
line. It lay the foundation for our opening up to the 
outside world of today. 


All of this encouraged the entire party and all of the 
people of Shanghai to struggle to build socialism. Com- 
rade Mao Zedong’s brilliant thought and leadership style 
left a profound impression on the hearts of the people of 
Shanghai. The people of Shanghai will forever cherish 
the memory of Comrade Mao Zedong. 


Since the 3d Plenary Session of the 11th Party Central 
Committee, the older generation of revolutionaries, 
including Comrade Deng Xiaoping, have exhibited 
extreme concern and expectations for Shanghai. Shang- 
hai’s every construction achievement has been the coac- 
ervation of the guidance and support of the Central 
Committee leaders and the oldei generation of revolu- 
tionaries. In recent years, in particular, Comrade 
Xiaoping has made a fairly concentrated and profound 
exposition of Shanghai's development problems as part 
of his macroeconomic strategy of accelerating China’s 
economic development. In 1990, in talking with Central 
Committee comrades in charge, he said: ‘‘Take 
Shanghai, for example, which is considered a major case. 
Shanghai is our king card. Getting Shanghai going is a 
shortcut.”” When he visited Shanghai in 1991, Comrade 
Xiaoping said that development of Pudong “‘is not just a 
Pudong matter. It is a matter affecting the development 
of Shanghai. It is a matter of the use of the Shanghai base 
to develop the Chang Jiang Delta and the Chang Jiang 
Basin.”’ In discussing finance as the nucleus of a modern 
economy, he also noted that “for China to achieve 
international standing in the finance and banking field, 
Shanghai will have to be relied upon first of all.” During 
his visit to south China in 1992, Comrade Xiaoping said 
in his important remarks that Shanghai holds a marked 
advantage in human resources, technology, and manage- 
ment, which influences a wide area. “Right now it has all 
the conditions for acting faster.” In this connection, he 
called upon us “not to miss opportunities.” We should 
emancipate thinking a little bit more, be a little bolder, 
and act a little faster. He said that we can only move 
ahead but not retreat in the development of Pudong 
today, and that you have no retreat route. Pudong’s late 
development is bad, but it is also good. You can benefit 
from Guangdong’s experiences to do a better job, and to 
be more modern. The starting point can be somewhat 
higher. Later on, you can rest; I believe this. He said, 
Shanghai people tend to be agreeable. This is a boundless 
force for the building of socialism. Look at Shanghai 
with so many changes in a single year. In three years, it 
will have greater changes. Comrade Xiaoping stressed 
doing many things at the same time and working with 
might and main. He asked Shanghai to issue two ques- 
tionnaires, one on economic construction and the other 
on spiritual civilization. He said that by the end of the 
present century, Pudong in Shanghai and Shenzhen in 
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Guangdong will have to answer the question whether 
what you have done is socialist or capitalist, and both of 
you will have to be role models. You must pay attention 
to overall national strength, but at the same time you 
have to pay attention to spiritual civilization. Comrade 
Xiaoping’s important instructions and earnest hopes 
provided enormous spiritual motivation for Shanghai's 


progress. 


The third generation of party leaders in which Comrade 
Jiang Zemin is the nucleus also showed deep concern 
and provided warm encouragement to work in Shanghai. 
Not long after the 14th Party Congress, Comrade Zemin 
conducted an inspection in Shanghai during which he 
said that historically Shanghai’s commodity economy 
has been fairly well-developed. It has multiple advan- 
tages, including the human talent needed for the devel- 
opment of a socialist market economy. He called upon 
Shanghai to take the lead in building a socialist market 
economy operating mechanism. He ardently supported 
the development and opening to the outside world of 
Pudong. During his inspection of Shanghai during April 
1993, he acted personally, night after night drafting 
speech drafts reiterating that the Central Committee's 
development and opening to the outside world of 
Pudong is firm and unshakable, and the Pudong policy is 
unchangeable. He also directed many times that 
Shanghai should take the national lead in the building of 
spiritual civilization. As a socialist international metrop- 
olis, Shanghai should have things such as a symphony 
orchestra and a ballet, highly refined arts that express 
Shanghai’s level of civilization. The expectations for 
Shanghai of the CPC Central Committee and the older 
generation of revolutionaries make every cadre and 
party member in Shanghai feel a heavy sense of respon- 
sibility. Today, when we solemnly commemorate the 
centenary of Comrade Mao Zedong’s birth, in addition 
to expressing the respect and reverence of cadres and the 
public in our entire city, more important is the use of 
Comrade Deng Xiaoping’s theory on the building of a 
distinctively Chinese brand of socialism to arm our 
minds, to guide practice, to seize opportunities, to accel- 
erate reform and to hasten development. This is also the 
best commemoration of Comrade Mao Zedong’s cente- 


nary. 


The key in using Comrade Deng Xiaoping’s theory for 
building a distinctively Chinese brand of socialism to 
arm the mind, and full and correct implementation of 
the party's basic line of “a single center and two basic 
points” lies in firmly grasping the essence of the eman- 
cipation of thinking, seeking truth from facts, and pro- 
ceeding from realities in all affairs. Comrade Xiaoping, 
who occupies a commanding position in the times, and 
who brilliantly analyzed the international and domestic 
situations, stressed on several occasions the need to seize 
opportunities to develop productivity. He said, “Devel- 
opment is a firm principle.” An essential feature and 
fundamental task of socialism is the development of 
productivity. Without the development of productivity, 
changing of our impoverished and backward state is 
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impossible. Neither can the masses standard of living be 
improved nor the superiority of socialism be demon- 
strated. He stated clearly that “poverty is not socialism.” 
At the same time, he brilliantly pointed out that “too 
slow development is also not socialism.” If socialism is 
to gain an advantage comparable to capitalism, it must 
“realize the proper speed of development.” “Slow speed 
is tantamount to a halt, or even to regression.” This is 
not just an economic problem; in reality, it is a political 
problem. ’ Therefore, those who can develop should not 
stand in the way. Places having the conditions must do 
all possible to work faster. So long as they stress returns, 
stress quality, and operate an export-oriented economy, 
they have nothing to worry about.“ The 1990s are 
Shanghai's “last opportunity“ for development. The 
CPC Central Committee has made the development and 
opening to the outside world of Pudong a strategic 
emphasis for China’s reform and opening to the outside 
world during the 1990’s. We must seize this difficult to 
obtain historical opportunity, clear away all interference, 
work singlemindedly, and devote ourselves wholeheart- 
edly to building the economy. We must proceed from 
Shanghai's realities to focus on three strategic points, 
namely building the city’s infrastructure, tertiary indus- 
tries, and high and new technology. We must accelerate 
building of the city’s infrastructure, give priority to the 
development of tertiary industries, and energetically 
develop high and new technologies to fashion high and 
new technology industries and a new generation of 
mainstay industries, to raise the overall quality of Shang- 
hai’s national economy and its international competi- 
tiveness, and strive to realize the established goal of 
making Shanghai prosper during the 1990s. 


Hastening development means taking the road of 
reform. Reform is the road that must be taken for the 
emancipation and development of productivity. Reform 
is “fundamentally changing the economic system that 
hampers the development of productivity, setting up a 
socialist economic system that is imbued with vim and 
vigor to advance the development of productivity.” The 
14th Party Congress decided that the goal of reform of 
China’s economic system is the founding of a socialist 
market economy system. The decisions of the 3d Plenary 
Session of the 14th Party Central Committee system- 
atized and gave substance to this goal that the 14th Party 
Congress set as the basic framework for building a 
socialist market economy system. It is our operating 
program for hastening reform and accelerating develop- 
ment. We must hasten the pace of reform in Shanghai on 
the basis of the requirements for building a socialist 
market economy system. We must make a transition 
from the planned economic system that was practiced 
for a long time to a socialist market economy system. 
Combining the socialist market economy system with 
the socialist basic system is a pioneering undertaking 
without parallel. In moving ahead, inevitably difficulties 
and problems of one kind or another will be encoun- 
tered. We must adhere to a spirit of seeking truth from 
facts, proceeding from reality in all endeavors, and using 
reform measures to solve them. Only whatever helps 
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develop socialist social productivity, helps increase the 
socialist country’s overall national strength, and helps 
improve the people’s standard of living should be boldly 
practiced. Experiences should also be constantly summa- 
rized to move ahead steadily. Fifteen years of reform and 
opening to the outside world have infused enormous 
vitality into Shanghai's economy. They have changed 
Shanghai's appearance daily, and they have constantly 
improved the livelihood of Shanghai's people. Conse- 
quently, reform and opening to the outside world have 
gained the full support and hearty endorsement of the 
masses. So long as we are adept at linking the spirit of the 
Central Committee with practice in Shanghai under 
leadership of the CPC Central Committee, and go about 
our work in an innovative way, we shall certainly be able 
constantly to bring about a new situation in Shanghai's 
reform and opening to the outside world, and its mod- 
ernization. 


Reform and opening to the outside world require a stable 
social environment and strong moral support. The glo- 
rious cause of vigorously developing Shanghai and devel- 
oping Pudong, has produced an unprecedented centrip- 
etal force and cohesion in people throughout the city. It 
also places higher demands on people’s ideology and 
morality, and their scientific and cultural attributes. This 
requires that we proceed from the heights of full imple- 
mentation of the party's basic line tn truly working with 
might and main, steadily intensifying the building of 
socialist spiritual civilization. The basic task of building 
spiritual civilization lies in the nurturing of a new 
socialist man possessed of ideals, virtue, discipline, and 
culture. In addition, it is necessary to improve socialist 
democracy and the legal system, to make science and 
culture flourish, and to promote all-around social 
advance. In a situation of reform and opening to the 
outside world and the development of a socialist market 
economy, resisting the corrosion of decadent capitalist 
and feudal ideology and doing a good job of building 
spiritual civilization is both an extremely daunting and 
complex piece of systems engineering, but also a strategic 
task that has a bearing on success or failure in socialist 
modernization. We must pay great attention to doing a 
solid job, steadily move ahead with the building of 
spiritual civilization in Shanghai, making a satisfactory 
response to the material civilization and the spiritual 
civilization that the CPC Central Committee and the 
older generation of revolutionaries such as Comrade 
Deng Xiaoping have passed along. 


Today, we can thank Comrade Mao Zedong and count- 
less older generation revolutionaries for Shanghai's 
present political stability, economic develo»ment, and 
social tranquility under the correct leadership of the 
CPC Central Committee and the State Council. The 
situation is very good in every way. Throughout the city, 
cadres at every level and the far-flung masses are dili- 
gently studying Volume 3 of The Selected Works of Deng 
Xiaoping, and the Decisions of the 14th Party Congress. 
They are taking Comrade Deng Xiaoping’s theory of 
building a distinctively socialist China as a guide in 
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carrying out the “Decisions” of the 14th Party Congress 
in order for Shanghai to take the lead in building a 
socialist market economy operating mechanism. They 
are striving and fighting to attain the 14th Party Con- 
gress goal of Shanghai becoming “‘a turnkey” and “three 
centers.” 


Comrades, from now until the end of the present century 
is the magnificent historical period for realization of the 
second step of the strategic goal of building socialist 
modernization. It is an important historical period in 
Shanghai’s vigorous development to become a “turn- 
key,” and “three centers.” It is a great time to be alive. 
We all feel proud and honored in shouldering this 
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important historical task. Let us unite closely around the 
CPC Central Committee in which Comrade Jiang Zemin 
is the nucleus. Guided by Comrade Deng Xiaoping’s 
theory of building a distinctively Chinese branch of 
socialism, let us steadfastly uphold the party's basic line 
of “one center and two basic points,” study and carry 
forward the glorious accomplishments and ideological 
model of Comrade Mao Zedong and the older generation 
of proletarian revolutionaries, work hard to blaze new 
trails, do solid work, and make the contribution we 
should make to realize Shanghai’s reform and construc- 
tion goals, and to realize the magnificent cause of 
building a distinctively Chinese brand of socialism. 
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[Article by Chen Baoying (7115 1405 5391), Deputy 
Director Hong Kong-Macao Research Institute, Hong 
Kong-Macao Office, State Council: “Impact on Hong 
Kong’s Economy of Inland China’s Increased Macroeco- 
nomic Regulation and Control’’} 


[Text] Macroeconomic Regulation and Control Shows 
Initial Results 


Acting in response to tumult in the domestic financial 
order, too much investment and credit, too much issu- 
ance of currency, serious currency inflation, illegal 
raising of money from the public, and indiscriminate 
land development, in early July 1993, the Chinese Gov- 
ernment adopted a series of important measures to 
enhance macroeconomic regulation and control. These 
measures took reform of the financial system and 
restructuring of the financial order as their point of 
departure in the application of economic and legal 
measures, augmented by administrative measures, to 
solve problems in economic development. They 
included controlling the issuance of currency, raising 
interest rates, controlling the total amount of credit, 
correcting the breaking of credit regulations, halting 
various forms of helter-skelter fund raising, enhancing 
central bank macroeconomic regulation and control, 
improving control over the issuance of negotiable secu- 
rities and the size of the securities market, improving 
foreign exchange control and stabilizing the renminbi 
exchange rate, increasing control over real estate, con- 
trolling the inauguration of new projects, strictly control- 
ling excessive increase in the purchasing power of social 
groups, restricting price increases, and accelerating 
fiscal, financial, investment, and social security reforms. 


The inauguration of these strengthened macroeconomic 
regulation and control measures aroused wide attention 
both at home and abroad. Hong Kong, which is closely 
associated with inland economic developments, showed 
particular concern and sensitivity. Economic, financial, 
and public opinion sectors concerned commented con- 
stantly. The initial reaction and perception of some was 
that this was another round of all-around retrenchment 
of the inland economy that would have a seriously 
adverse affect on Hong Kong’s economy. It was even 
predicted that, in consequence, Hong Kong’s economic 
growth rate might decrease by various percentage points. 


Developments during the past two months have 
changed, or are in process of changing, some of the 
mistaken notions of people abroad. The Central Com- 
mittee’s actions to increase macroeconomic regulation 
and control have shown initial results. In certain regards, 
they have generated positive effects. These are mani- 
fested largely in the following: Banks’ mindless granting 
of loans and various kinds of helter-skelter fund raising 
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have been preliminarily corrected; the renminbi rate of 
exchange in allocation markets is tending to stabilize, 
development zones have been reined in to a certain 
extent, and the real estate craze has abated; the policy of 
raising interest rates has shown results, a marked upturn 
in savings accounts occurring; prices of the means of 
production have turned downward; and a restructuring 
of securities markets has begun. Of course, inasmuch as 
only a short time has passed since inauguration of 
applicable macroeconomic regulation and control mea- 
sures, full implementation will require a process. The 
positive results seen so far are just a beginning, and 
results in some areas are difficult to see within a short 
period, particularly in some lagging indicators such as 
the degree of rise in market prices, which remains fairly 
high. The industrial structure is still not sufficiently 
rational as well. Continued close implementation of 
applicable measures is needed. 


Near Term Effect on Hong Kong’s Economy 


A near term and partial view of the possible impact on 
Hong Kong’s economy of inland China’s increased mac- 
roeconomic regulation and control is as follows: 


1. Until such time as the positive results and role of 
inland China’s increased macroeconomic regulation and 
control, restructuring of the financial order, and adjust- 
ments and retrenchments of investment and credit in 
some fields and in some areas are fully reflected, these 
measures will produce some psychological pressures on 
Hong Kong investors. 


2. Some Hong Kong businessmen who have made pri- 
marily short term investments and who have speculated 
in inland China real estate will be hurt by the temporary 
cooling of the inland China real estate market. Some 
medium and small real estate companies that lack 
staying power and whose financial resources are limited 
will close their doors and go bankrupt, and Hong Kong 
parties having a professional association or who are 
creditors for these companies will be incriminated. 


3. As a result of the rectification of the financial order 
and readjustment of the industrial structure, former 
investment projects not in keeping with national indus- 
trial policy will be unable to obtain continued support 
from inland China banks. Hong Kong businessmen 
involved in joint investments may consequently sustain 
losses. 


4. Following cutbacks on credit in inland China, some 
new projects will be rigorously examined, and this may, 
to a certain extent, correspondingly slow Hong Kong 
bank credit activities. It is expected that financing by 
Chinese financial institutions during the second half of 
the year will be less than during the first half of the year. 
As a result of the tightening of credit by inland banks, 
trading companies will turn to foreign owned banks in 
China to seek import financing and letters of hypothe- 
cation. This will be beneficial to foreign owned banks. 
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5. The effect will be different on commercial and trading 
businesses. Those selling mostly in foreign markets will 
be little affected, but those selling mostly in the domestic 
market will be fairly greatly affected. The effect on trade 
involving inland China processing for Hong Kong will be 
fairly slight; trade with Hong Kong not related to pro- 
cessing will be reduced because of inland China’s finan- 
cial retrenchment. 


6. The Hong Kong Stock Market reacted extremely 
sensitively and rapidly to inland China’s increased mac- 
roeconomic regulation and control. Stimulated by good 
news from talks held in Beijing between the foreign 
ministers of China and the United Kingdom, the Heng 
Seng Index rose to 7,205 points. Later on, affected by 
China’s increased macroeconomic regulation and con- 
trol, the market declined to about 6,800 points. Share 
prices of some listed companies that Chinese-owned 
companies purchased, or that market rumors said Chi- 
nese owned companies wanted to purchase, i.e., “red 
chip shares,” also fell greatly. However, now that inland 
China’s measures for increasing macroeconomic regula- 
tion and control have produced preliminary results, the 
Hong Kong Stock Marked has rallied remarkably. 


Recently, as a result of the normalization of the inland 
China economy and the financial order, the renminbi 
exchange rate has become more stable and inflation has 
been brought under control. This helps the development 
of normal economic and trade relations between inland 
China and Hong Kong. Therefore, generally speaking, 
the near-term effect on Hong Kong’s overall economy is 
relatively small, and the effect is positive rather than 
negative. 


Long-Range Effect on Hong Kong’s Economy 


Over the long term, the Chinese government's strategic 
measures for increasing macroeconomic regulation and 
control will have far reaching effects on the sustained, 
rapid, and healthy development of inland China’s 
economy. 


First of all, the present increased macroeconomic regu- 
lation and control differs from the 1988 improvement of 
the economic environment and rectification of the eco- 
nomic order. The current measures are a combination of 
both increased regulation and control and reform. They 
are rooted in reform, reform being used to solve prob- 
lems that have come about in the course of moving 
ahead. The emphasis of this reform is mostly on macro- 
economic reform including financial, tax, investment 
and social security reform, these reforms serving to 
stimulate steady intensification of enterprise reform. 
Reform proceeds from top to bottom, and is conducted 
in a coordinated way. Reform methods are primarily 
economic and legal in nature, completely coordinated, 
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and carried out with vigor. The focus of reform is 
financing, this reform serving to spur progress in taxa- 
tion, investment, and social security reform, as well as 
enterprise reform. 


Second, the present increase in macroeconomic regula- 
tion and control devotes extremely close attention to the 
legal system. It emphasizess the need for vigorous appli- 
cation of legal methods in conducting rigorous crack- 
downs on all forms of behavior in violation of the law 
and discipline. It truly achieves the goal of acting 
according to law and punishing violations of the law, 
thereby placing economic construction and reform and 
opening to the outside world within the purview of the 
legal system with all possible speed, regularizing the 
behavior of all economic interest entities. 


Third, the present macroeconomic regulation and con- 
trol is not an across-the-board retrenchment but rather a 
readjustment and an optimization of the structure. The 
emphasis is on concentrating funds to ensure procure- 
ment of agricultural and sideline products, to ensure the 
normal production of key national enterprises, to ensure 
procurement and activities associated with foreign trade, 
to ease bottlenecks that limit the development of the 
economy today, and to ensure key national construction 
projects, particularly energy and transportation projects, 
and key facilities. It is not intended to make major cuts 
in investment projects with arbitrary uniformity. 


Fourth, these macroeconomic regulation and control 
measures have been inaugurated at a time when eco- 
nomic construction, and reform and opening to the 
outside world are entering a new era, and the overall 
domestic economic situation is good. This is manifested 
in ample supplies of consumer goods, a substantial rise 
in the real income of city and countryside residents, a 
relatively stable consumption psychology, and maturity 
and good sense in buying plans. These measures are not 
being implemented in a situation of reduced income, 
shortages of supply, and a psychology of fear. 


Therefore, China’s restructuring of the financial order, 
strict enforcement of financial discipline, promotion of 
financial reform, and increased macroeconomic regula- 
tion and control are important actions and steps to 
advance the normal operation of he socialist market 
economy and to move the national economy into a 
benign cycle. Its goal is to make the development of 
China’s economy more healthy, more stable, and better 
coordinated. This is beneficial for further improvement 
of inland China’s investment climate, for improving 
economic relations and trade between Hong Kong and 
inland China, and for the long term prosperity and 
stability of Hong Kong’s economy. Therefore, inland 
China’s increased macroeconomic regulation and con- 
trol is generally understood and welcomed by people 
both at home and abroad. 
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